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As of June 30, 2006, the City's investments (in thousands) by maturity are as follows: 

Pooled Investments with Citv Treasurer 
US Treasury Bills 
US Treasury Notes 
US Agendes - Federal Farm Credit Bank 

US Agencies - Federal Home Loan Bank 
US Agencies - Federal Home Loan Mortgage Corporation 
US Agencies - Federal National Mortgage Association 

Bank Notes 
Certificate of Deposit 

Commercial Paper 
Corporale Notes 
Repurchase Agreement 
State Local Agency Investment Fund 

Non-Pooled Investments with Citv Treasurer 
US Treasury Bills 
US Treasury Notes 
US Agencies - Federal Farm Credit Bank 
US Agencies- Federal Home Loan Bank 
US Agencies • Federal Home Loan Mortgage Corporation 
US Agencies - Federal Mortgage Corporation 

US Agencies - Federal National Mortgage Associaiion 
Commerical Paper 
Repurchase Agreements 

Under 1 
S - 24,642 

29,497 
15,862 
78,690 

204,344 
185,924 

4,950 
9,832 

99,491 
60,276 
11,716 
21,765 

I 748,009 

S 6,009 • 
3,108 
1,326 
3,865 

44,895 
28,747 
31,803 

1,643 
666 

Years 
1-3 

E S 
289,549 
24,414 

128,783 
63,882 
29,531 

-

• 
9,764 

546,023 $ 

- $ 
9,865 

6,580 
5,906 

3-5 Over 5 

S 
14,206 

• 
19,244 
14,770 
56,186 

-

104,408 $ 

. $ 
-

-
-
-

Fair Value 
(In Thousands) 

S 24,542 
333,354 
41,296 

226,717 
282,996 
271,641 

4,950 
9,832 

99,491 
70,040 
11,716 
21,765 

$ 1,398,440 

$ 6,009 
12,973 

1,326 
12,445 
50,801 
28,747 

31,803 
1,643 

. 666 

122,062 24,351 S 146,413 

Investments with Fiscal Agenl Funds Commission. 

and Other Investments: 

US Treasury BiOs 

US Treasury Bonds and Notes 

US Agencies - Federal Farm Credit Bank 

US Agencies - Federal Home Loan Bank 

US Agencies - Federal Home Loan Mortgage Corporation 

US Agencies - Federal National Mortgage Assodation 

Corporate Bonds and Notes 

Guaranteed Investmenl Contracts 

Mortgage Backed Securities - Commercial 

Mortgage Backed Secunties - Government 

Common Stock 

Mutual Funds-Equity 

Mutual Funds- Fixed Income 

Money Market Mutual Funds 

Cash 

Total Investment 

Total Deposits 

18,042 S 
23,980 

-
• 

7,634 
32,130 

297 
20,507 

-
-

3,261 
324,071 x 

327,192 
62,505 

10 

S 
1,080 
2,530 

22,784 

-
-

391 
-
-
-

-

- S 
65 

-
-

85 
546 

-

- S 
397 

1,909 
13,741 

113 
61 

18,042 
25,522 

2,530 
22,784 

7,634 
32,215 

3,143 
34,248 

113 
61 

3,261 
324,071 
327,192 
62,505 

10 
819,629 26,785 S 696 

$ 1,589,700 $ 597,159 S 105,104 

Total Cash on Hand 

Total Investments. Deposits, and Cash on Hand (Indudes SDCERS Pooled Cash & Investments with the Cily • S3,960) 

$ 

$ 

16,221 

16,221 

$ 

S 

s 

863,331 

2.408,184 

16,880 
205 

2,425,270 
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g. Interest Rate Risk - San Diego Citv Employees' Retirement Svstem 

SDCERS' domestic convertible bond portfolio is not subject to interest rate risk because convertible bonds are usually 

positively correlated to interest rate movements compared to other fixed income securities. SDCERS' fixed income 

portfolios use duration to measure how changes in interest rates will affect the value of the portfolios. The following tables 

display duration analysis for SDCERS' two-core plus domestic fixed income portfolios and single international fixed income, 

portfolio, based on holdings as of June 30, 2006. 

Domestic Fixed Income Portfolio 

(with tactical discretion to invest in non-U.S. fixed income securities) 

Portfolio Duration Analysis as of June 30,2006 

Type of Security 

Credit Obligations: 

Corporate Bonds 

High Yield 

Munidpal Bonds 

U.S. Govemment & Agency Obligations: 
U.S. Treasuries 
U.S. Agencies 

International Govemment; 

Sovereigns Yankee Bonds 
Emeirjing Markets 

Collateralized Mortgage Obligations: 

Mortgages 

Collateralized Mortgage Obligations 

Short-Term/Other 

Miscellaneous 

Cash/Cash Equivalents 
Total Portfolio 

Fair Value 

(in thousands) 

$ 3,551 

8,122 
4,255 

31,276 

9,451 

3,436 

2,704 

202,839 

19,596 

4,163 

116,315 

$ 405,708 

Percentage of 

Fair Value 

0.9% 
2.0% 

1.0% • 

7.7% 

2.3% 

0.8% 

0.7% 

50.0% 

4.8% 

1.0% 

28.8% 
100,0% 

Effective 

Duration 

(in years) 

5.60 

1.86 

15.21 

5.32 

4,18 

(23.67) 

3.35 

4.96 

2.90 

1.88 

6.55 

Effective 

Duration 
Contribution to 

Portfolio 

(in years) 

' 0.05 

0.04 

0.16 

0.49 
0.10 

(0.20) 
0.02 

2.48 
0.14 

0.02 

1.87 

5.17 

Percent 

Duration of 

Portfolio 

0.9% 

0.7% 

3.1% 

9.4% 

1.9% 

-3.9% 

0.4% 

48.0% 

2.7% 

0.4% 
36.4% 

100.0% 

The above portfolio is restricted lo a duration of •»/• 2 years from that ofthe effective duration of the Lehman Brothers Aggregate Index. 

Due lo the very smaE market value percentage, the sector duration for Sovereign and Yankee bonds appears inflated. The negative duration contribution from the Non-U.S. 

sector was an expression of the manager's view that tiie intermediate interest rates in Europe and Japan would rise. This exposure was put in place in the International Sector 

Fund via pay fixed interest rate swaps, bringing the sector fund duration to -2.52 years (while having a positive market value) and tiie duration contribution from that 

commingled vetiide io -0.03 years. The remaing -0.12 years of duration contribution came (rom direct investments in pay fixed interest rate sweeps. 

•Source; SDCERS' CAFR as 0/ June 30, 2006 
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Domestic Fixed Income Portfolio 

Portfolio Duration Anaylsis 
As of June 30,2006 

Type of Security 

Governments 

Corporates 

Mortgage Backed Securities 

Asset-Backed Securities 

Cash Equivalents (1) 

Totals 

Fair Value 

(In Thousands) 

$ 158,383 

98,204 

159,473 

12,959 

(13,556) 

$ 415,463 

Effective 

Duration 

5.74 

4.56 

3,57 

3.98. 

(0-01} 

4,76 

Benchmark 

Duration 

4.50 

5.82 

4,57 

2.76 

0,00 

4.80 

Difference 

1.24 

(1.26) 

(1.00) 

1.22 

(0,01) 

(0.04) 

The above strategy is restricted to an average duration of 4 - 1 year from that of the effective duration of the the Lehman Brothers Aggregate Index. 

(1) Net cash expense is included on this schedule, as cash is a portfolio duration arrangement tool in fixed income investing, 

'Source: SOGERS'CAFR as of June 30.2006 

International Fixed Income Portfolio 

Portfolio Duration Anaylsis 

As of June 30,2006 

Type of Security 

Fair Value 

(In Thousands) 
Effective 

Duration 

Benchmark 

Duration Difference 

Cash and Forward Foreign Exchange 

Asset Backed Securities 

Credit Obligations 

International Government and Agency 

Totals 

$ 

S 

5.874 

3,322 

26,236 

140,350 

175,782 , 

0.00 

4.48 

3.70 

6.57 

5.88 

0.00 

0.00 

0.00 

6.12 

6.12 

0.00 

4.48 

3,70 

0.45 

(0.24) 

The above strategy is festricted to an average duration ot between .5 and 1.5 times that of tiie J.P. Morgan Non-U.S. Bond Index. 

•Source: SDCERS' CAFR as of June 30, 2006 

Investments Highly Sensitive to Interest Rate Changes (SDCERS) 

SDCERS' fixed income investmenl managers constmct portfolios that contain fixed income and derivative securities that all 

have attributes of convexity and are all sensitive in varying degrees to changes in interest rates. SDCERS' managers select 

securities that when aggregated together create an overall investment strategy and total portfolio duration. 

SDCERS' domestic fixed income portfolio (with tactical discretion to invest in non-U.S. securities) uses two methods to 

measure interest rate sensitivity. The first measure is "Bull" Duration, the scenario whereby interest rates decline by 50 

basis points. The second measure is "Bear" Duration, the scenario whereby interest rates rise by 50 basis points, The 

analysis of interest rate change on duration for this portfolio as of June 30, 2006 is shown below. 

Domestic Fixed Income Portfolio 
(with tactical discretion to invest in non-U.S. securities) 

Total Effective Duration: 5.17 years 
Bull Duration: 4.50 years - portfolio duration shortens by -0.67 years during a 50 basis point rally (contraction risk) 
Bear Duration: 5.64 years - portfolio duration lengthens by +.0.47 years during a 50 basis point sell off {extension risk) 
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Interest rate sensitivity for SDCERS' domestic fixed income portfolio is based on aggregate holdings. The composite 

characteristics of the portfolio represent an average sensitivity within one year of the Lehman Brothers Aggregate Index 

benchmark. As of June 30, 2006, the total values of securities that are more highly sensitive to interest rate changes in this 

portfolio are shown below. 

• Domestic Fixed Income Portfolio 

Holdings (U.S. Treasury and Corporate securities) with greater than 10 years duration totaled $34,451, or 8.27% of the portfolio. 

Holdings with interest only strips and inverse floating rate notes totaled $9,845, or 2.37% of the portfolio, 

The analysis of high interest rate sensitivity for the international fixed income portfolio is displayed below. 

International Fixed Income Portfolio 

Total effective duration: 5.88 years 
Duration with 50 basis point decrease in interest rates: -2.7138% decrease in portfolio value. 

Summary of Cash and Investments (In Thousands) 

San Diego City Employees' Retirement System 

Domestic Fixed Income Portfolio (with tactical discretion) $ 405,708 

Domestic Fixed Income Portfolio 429,019 

International Fixed Income Portfolio 175,782 

Securities Lending Collateral 581,290 

Cash and investments exempt from GASB 40 disclosure 3,305,590 
Total Cash and Investments for SDCERS (excluding Pooled Investments with the City) $ 4,897,389 
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h. Credit Risk - Citv of San Dieqo (excluding San DieQQ City Employees ' Retirement Svstem) 

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the investment. 

This is measured by the assignment of a rating by a nationally recognized statistical rating organization. At June 30, 2006, 

the City's investments and corresponding credit ratings are as fol lows: 

Pooled Investments with City Treasurer 

US Treasury Notes 
US Treasury Bills 
US Agencies • Federal Farm Credit Bank 
US Agencies - Federal Home Loan Bank (1) 
US Agencies • Federal Home Loan Bank (1) 
US Agencies - Federal Home Loan Mortgage Corporation (1) 
US Agencies - Federal Home Loan Mortgage Corporation (1) 
US Agencies - Federal National Mortgage Association (1) 
US Agencies • Federal National Mortgage Association (1) 
Bank Notes 
Certificate of Deposit 
Commercial paper 
Corporate Notes 
Corporate Notes 
Corporate Notes 
Corporate Notes 
Corporate Notes 
Repurchase Agreement 
State Local Agency Investment Fund 

Subtotal - Pooled Investments 

Non-Pooled Investments with City Treasurer: 

US Treasury Bills 
US Treasury Notes 
US Agencies - Federal Farm Credit Bank 
US Agencies - Federal Home Loan Bank (1) 
US Agendes - Federal Home Loan Bank (1) 
US Agendes - Federal Home Loan Mortgage Corporation (1) 
US Agendes - Federal Home Loan Mortgage Corporation (1) 
US Agendes - Federal Mortgage Corporation (1) 
US Agencies - Federal Mortgage Corporation (1) 
US Agendes - Federal National Mortgage Association (1} 
Commerical Paper 
Repurchase Agreement 

Subtotal - Non-Pooled Investments 

Moody's S&P Fair Value Percentage 

Exempt 
Exempt 
Aaa 
Aaa 

Not Rated 
Aaa 

Not Rated 
Aaa 

Not Rated 
Aa2 
Aa2 
P-1 
Aaa 
Aal 
Aa2 
Aa3 
A3 

Not Rated 
Not Rated 

Exempt 
Exempt 

N/A 
N/A 
A-1+ 
N/A 

A-1+ • 

N/A 
A-1+ 
N/A 
N/A 
N/A 
N/A 
N/A 
N/A 
N/A 
N/A 

Not Rated 
Nol Rated 

$ 24,642 
333,354 
41,296 

190,670' 
36,047 

158,840 
124,156 
133,162 
138,479 

4,950 
9,832 

99,491 
19,625 
9,903 
5,478 

25,045 
9,989 

11,716 
21,765 

1.76% 
23.85% 
2.95% 

13.64% 
2.58% 

11.36% 
8.88% 
9.52% 
9.90% 
0.35% 
0.70% 
7.11% 
1.40% 
0.71% 
0.39% 
1.79% 

'0.71% 
0.84% 
1.56% 

1,398,440 100.00% 

Exempt 
Exempt 

P-1 
Aaa 

Not Rated 
Aaa 

Not Rated 
P-1 

Nol Rated 
Not Rated 

PI 
Not Rated 

Exempt 
Exempt 

N/A 
N/A 
A-1+ 
N/A 
A-1+ 

N/A 
A-1+ 
A-1+ 
N/A 

Not Rated 

S 6,009 
12,973 
1,326 
8,580 
3,865 
5,906 

44,895 
4,006 

24,741 
31,803 

1,643 
666 

4,10% 
8.86% 
0.91% 
5.86% 
2.54% 
4.03% 

30.67% 
2,74% 

16.90% 
21.72% 

1,12% 
0.45% 

146,413 100.00% 

'Exempf • Per GASB 40, US Treasury Obligations do not require disclosure of credit quality. 

'N/A' - S&P rating not applicable, Moody's rating provided 

(1) More than 5% of total investments are with U.S, Agencieswhose debt is notguaranleed bythe U.S. Government. 

{ratings continued on next page) 
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Investments with Fiscal Aqent, Funds Commission. 

and Other Investments: 

US Treasury Bills 

US Treasury Notes and Bonds 
US Agendes • Federal Farm Credit Bank 

US Agendes - Federal Home Loan Bank 

US Agendes - Federal Home Loan Mortgage Corporation 

US Agendes - Federal National Mortgage Association 
US Agencies - Federal National Mortgage Assodation 

Corporate Bonds and Notes 

Corporate Bonds and Notes 

Corporate Bonds and Notes 
Corporate Bonds and Notes 

Corporate Bonds and Notes 

Corporate Bonds and Notes 

Corporate Bonds and Notes 
Corporate Bonds and Notes 

Guaranteed Investment Contracts 

Mortgage Backed Securities - Commerdal 

Mortgage Backed Securities - Govemment 

Common Stock 

Mutual Funds - Equity 

Mutual Funds-Fixed Income-

Money Markel Mutual Funds 
Cash 

Subtotal • Other Investments 

Total Investments 

Total Deposits 

Total Cash on Hand 
Total Investments, Deposits, and Cash on Hand' 

"(includes SDCERS Pooled Cash & Investments with the City - S3,960) 

Moody's 

Exempt 

Exempt 

Aaa 
Aaa 

Not Rated 

Aaa 
Not Rated 

Aaa 
Aal 
Aa2 
Aa3 
Al 
A2 
A3 

Baal 

Not Rated 

Aaa 
Not Rated 

Not Rated 

Not Rated 

Not Rated 

Aaa 
Not Rated 

S&P 

Exempt 

Exempt 

N/A 
N/A 
A-1+ 

N/A 
A-1+ 

N/A 
N/A 
N/A 
N/A 
N/A 
N/A 
N/A 
N/A 

Not Rated 

N/A 
Nol Rated 

- Not Rated 

Not Rated 

Not Rated 

Nol Rated 

Not Rated 

Fair Value 

$ 18,042 

25,522 

2,530 
22,784 

7,634 

85 
32,130 

198 
63 

396 
687 
896 
582 
273 
49 . 

34,247 

113 
61 

3,261 

324,071 

327,192 . 

62,505 

10 
$ 863,331 

$ 2,408,184 

16,880 

206 
$ 2,425,270 

Percentage 

2.09% 

2.96% 

0.29% 

2.64% 

0.88% 

0.01% 

3.72% 

0.02% 

0.01% 

0.05% 
0.08% 

0.10% 

0.07% 

0.03% 

0.01% 

3.97% 

0.01% 

0.01% 
0.38% 

37.54% 

37.89% 

7.24% 

0.00% 

100.00% 

'Exempt" - Per GASB 40, US Treasury ObligafionB do not require disclosure of credit quality. 

"N/A" • S&P rating not applicable, Mood/s rating provided 

(1) More than 5% of total investments are with U.S, Agencies whose debt is not gjaranteed by the U.S. Govemment 

Concen t ra t i o n o f Cred i t R isk - C i ty of San Diego 

Concentration of credit risk is the risk of loss attributed to the relative size of an investment in a single issuer. A s of June 

30, 2006, the City exceeded the 5% limit of total investments for issuers of various U.S. Agencies. Investments exceeding 

the 5% limit are referenced in the credit ratings table above. Investments issued explicitly guaranteed by the U.S. 

govemment and investments in mutual funds, external investment pools, and other pooled investments are exempt. 
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i. Credit Risk - San Dieqo City Employees' Retirement System 

SDCERS' fixed income portfolios are sensitive to credit risk. Unless information is available to the contrary, obiigations of 

the U.S. Government or obligations explicitly guaranteed by the U.S. Govemment are not considered to have credit risk and 

do not require disclosure of credit quality. "NR" represents those securities that are not rated and "NA" represents those 

securities that are not applicable to the rating disclosure requirements. The following tables identify the credit quality for 

SDCERS' two domestic fixed income portfolios, based on holdings as of June 30, 2006. 

Domestic Fixed Income Portfolio 
(with tactical discretion to invest in non-U.S. fixed income securities) 
Credit Risk Analysis as of June 30,200G 

S&P 
Quality. 
Rating 

AAA 

AAA 

Al 

AU 

AA+ 

AA 

AA 

AA-

AA-

A* 

A* 

A 

A 

A-

A-

BBB-

BBB 

BBB 

BBB 

BB 

BB 

B 

a 
B+ 

NR 

NR 

NR 
TOTALS 

Moody's 
Quality 
Rating 

Aaa 

NA 

PI 

PI 

Aa2 

Aal 

Aa2 

Aal 

Aa3 

Al 

Aa3 

Al 

A2 

A2 

Baal 

A2 

Baal 

A3 

Baa3 

Ba3 

Bal 

B2 

B3 

Caa2 

NR 

AAA 

Aa2 

Total 
Fair Value 

(in thousands) 

$ 245,808 

8,541 

20,609 

74,848 

361 

12,218 

' (1,216) 

8.425 

(13,392) 

3,105 

-
6,391 

-
987 

202 

1,825 

2,054 

492 

2,686 

1,335 

2,598 

2,123 

11 

2,695 

22,176 

818 

(3) 
$ 405,707 

Credit 
Obligations 

$ 
-
-
-

361 

586 

187 

-
-
-
-

563 

-
-

202 

1,725 

185 

.492 

2,686 

695 

2,598 

2,123 

11 

2,695 

-
818 

-
S 15,926 

U.S. Govemment 
& Agency 

Obligations 

$ 30,606 

-
-
-
-

1.149 

-
-

(1) 

-
• 

(3) 

-
-
-
-

-
-
-
-
-
-

8.978 -

-
(3) • 

$ 40,726 

Inlemational 
Govemment 
Obligations 

5 1,308 

-
-
-
-

(1,019) ' 

(1,403) ' 

-
(13,391) • 

-
-

4,743 

-
185 

• 

-
1,878 

-
-

640 

-
-
-

13.198 

-
-

S 6,140 

Collateralized 
Mortgage 

Obltgalions 

S 213,894 

8,541 

-
-
-

' 
' 

-
' 

-
-
-

-
-
. 
-
-
-

. 
-
-
-
-
-

S • 222,435 

Short-Term/ 
Other 

S 

20.609 

74,848 

-
11,502 

-
8,425 

-
3,105 

-
1,088 

-
801 

-
100 

-

-

-
-
-
-
-
-
-

S 120,478 

' PJegaiive amotmls are representative of pay fixed inieresl rale nvaps. 

" Thi« valu* rBpiesents EwapSont lhal are nol laled, 

ConcsnttaliongiiideinesiDrlhispoiIlolici are asldowE 

Maiimuni E*pOEure (exeecl U.S, TwasurvWaencv Organizalion lor Economic Co-operalion and Developmeni GovemmenI Issues! 

Issue 3% ol portfolio 

Issuer 5% of portfolio 

Foraign Inveamenls 30% of pertlolio 

Emeigirig Markel Eiposuie 10%of portfofo 

Foreifln Currency Exposuro 25% of non-U.S, doSar inveKlmants 

'Source- SCDERS' CAFR as ol June 30, 2006 
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Domestic Fixed Income Portfolio 

Credit Risk Analysis as of June 30,2006 

SSP Quality Rating 

US Treasury 

MA 

AA+ 

A+ 

A-

A 

BBB+ 

BBB 

BBB-

BB+ 

BB 

BB-

B+ 

B-

NA 

NR(1) . 

TOTALS 

Mood/s Quality 

Rating 

US Treasury 

Aaa 

Aa3 

Al 

A2 

Baal 

Baa2 

Baa3 

Bal 

Ba2 

Ba3 

B3 

NA 

NR(1) 

TOTALS 

Total 

Fair Value 

(in thousands) 

S 158,812 

112,111 

3,364 

11,759 

15,438 

4,567 

6,856 

3,801 

20,401 

4,195 

15,700 

3,692 

8,743 

339 

3,882 

55,359 

$ 429,019 

Total ' 

Fair Value 

(in thousands) 

$ 158,812 

55,797 

8,187 

8,139 

6,710 

4,914 

13,981 

16,992 

14,818 

14,894 

3,585 

3,271 

62,560 

55,359 

S 429,019 

Governments 

S 158,383 

-
-
-
-
-
-
-
-
-
• 

-
-
• 

-
-

$ 158,383 

Governments 

S 158,383 

-
-
• 

• 

-
-
-
• 

-
-
-
-

• 

S 158,383 

Corporates 

$ 
3,005 

11,759 

15,438 

4,567 

6,856 

3.801 

20,401 

4,195 

15,700 

3.400 

8,743 

339 

• 

• 

$ 98,204 

Corporates 

S 
3,005 

8,187 

8,139 

6,710 

4,914 

13,981 

16,992 

14,618 

14,602 

3,585 

3,271 

-
-

$ 98,204 

Mortgaged-Backed 

Securities 

S 429 

99,803 

-
-
• 

-
-
-
• 

-
-
-
• 

-
• 3,882 

55.359 

$ 159,473 

Mortgaged-Backed 

Securities 

$ 429 

44,489 

-
-
-
-
• 

-
-
-
-
-

59,195 

55,359 

S 159,473 

Asset-Backed 

Securities 

$ 
9,303 

3,354 

-
-
-
-
-
-
-
• 

292 

-
-
-
-

$ 12,959 

Asset-Backed 

Securities 

S 

9,303 

-
-
-
-
-
-
-

292 

• 

• 

3,364 

-

$ 12,959 

11) Issued by governmental agencies. 

Concentration guidelines lor this portfolio are as follows: 

Maximum Etposure (except U.S. TreasuiWAaencv Qrqanteaton for Economic Co-operation and DeveloDment Govemment Issues! 

Issue 

Issuer 

Foreign Investments 

Emerging Marttel Exposure 

Foreign Currency Exposure 

3% of portfoiio 

5% of portfolio 

30% of portfolio 

10% ot portfolio 

25% oi non-U.S. dollar investments 

•Sou/re; SOGERS' CAFR as olJune 30. 2006 
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SDCERS' international fixed income portfolio is iimited to a minimum average portfolio quality of A (market value weighted) 

and a minimum credit quality at the time of purchase of Ba/BB or equivalent by at least one of the major rating services. 

The following table identifies the credit quality for SOGERS', international fixed income portfolio, based on holdings as of 

June 30, 2006. Credit ratings refer to the long-term foreign currency rating. 

International Fixed Income Portfolio 

Credit Risk as of June 30,2006 

S&P Quality Rating 

AAA 

AA+ 

AA-

A-

BBB 

BB-

B+ 

B 

B-

TOTALS 

Total 
Fair Value 

(in thousands) 

$ 145,803 

7,808 

14,321' 

3,428 

1,805 

1,275 

537 

396 

409 

$ 175,782 

Cash & Forward 

Foreign 

Exchange 

$ 5,874 

-

-

-

-

-

-

-

-

$ 5,874 

Asset 
Backed 

Securities 

$ 3,322 

-

-

-

-

-

-

-

$ 3,322 

Credit 

Obligations 

$ 25,891 

-

-

- 345 

-

-

-' 

-

-

$ 26,236 

International 
Govemment & 

Agency Obligations 

$ 110,716 

7,808 

14,321 

3,083 

1,805 

1,275 

537 

396 

409 

$ 140,350 

'Source: SDCERS' CAfR as of June 30. 2006 

Subprime Market Activity 

The recent events surrounding subprime residential mortgage-backed securities and the housing real estate market have 

not to date materially affected investment performance of SDCERS. Future investment returns could be adversely impacted 

due to market liquidity issues or "credit crunch" experienced as a result of the fall out in the collateralized debt obligation 

markets or forecasts of an economic slow down or recession. 

SDCERS .invests in a diversified portfolio with allocations to equities, fixed income and real estate, both domestic and 

international to reduce risk. SDCERS' portfolio has a neutral market weight to equity securities classified as financial 

companies. SDCERS is minimally exposed to asset-backed securities that are collateralized by subprime mortgages. 

SDCERS' domestic fixed income managers invest in Agency pass through mortgage securities that are guaranteed by the 

U.S. Govemment. Additionally, in any collateralized mortgage obligations or asset-backed securities, SDCERS' managers 

invest in the most highly-rated, self-liquidating {near to maturity), senior positions. 

Management of SDCERS has recently contacted all of SDCERS' publicly-traded investment managers to understand the 

risks to their portfolios resulting from recent market activity. Management is comfortable that SDCERS' investment 

managers have positioned their respective portfolios to protect against various market factors. Management will continue 

to monitor manager investment performance in accordance with SDCERS' Investment Policy Statement. 
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j . Concentration of Credit Risk - San Dieqo Citv Employees' Retirement Svstem 

Concentration of credit risk is the risk of loss attributed to the relative size of an investment in a single issuer. As of June 

30, 2006, no single issuer exceeded 5% of SDCERS' total investments. Investments issued explicitly guaranteed by the 

U.S. government and investments in mutual funds, external investment pools, and other pooled investments are excluded. 

k. Custodial Credit Risk 

Deposits - City of San Diego [excluding San Diego City Employees'Retirement System) 

At June 30, 2006, the carrying amount of the City's cash deposits was approximately $2,607, and the bank balance was 

approximately $16,480, the difference of which is substantially due to deposits in transit and outstanding checks. For the 

balance of cash deposits in financial institutions, approximately $492 was covered by federal depository insurance and 

approximately $15.988 was uninsured. Pursuant to the California Government Code, California banks and savings and loan 

associations are required to secure the City's deposits not covered by Federal Depository Insurance by pledging 

govemment securities as collateral. As such, $15,282 of the City's deposits are pledged at 110% and held by a bank acting 

as the City's agent, in the City's name. The remaining $706 is uninsured and un collateralized and includes the following: 

approximately $655 in deposits relating to San Diego Data Processing Corporation and $51 in deposits relating to 

Southeastern Economic Development Corporation, lnc, 

The City also has deposits held in escrow accounts with a carrying amount and bank balance of approximately $14,273. 

For the balance of deposits in escrow accounts, approximately $1,327 was covered by federal depository insurance and 

securities insurance protection. The remaining balance of $12,946 was uninsured. Pursuant to the Califomia Govemment 

Code, Califomia banks and savings and loans associations are required to secure the City's deposits in excess of insurance 

by pledging govemment securities as collateral. As such, $12,946 of the City's deposits in escrow accounts are 

collateralized and pledged at 110%. 

Deposits - San Diego City Employees' Retirement System 

SDCERS' is exposed to custodial credit risk for uncollateralized cash and cash equivalents that are not covered by federal 

depository insurance. At June 30, 2006, the amount of cash and cash equivalents on deposit with SDCERS' custodial bank 

totaled $92,114. 

* Investments - City of San Diego (excluding San Diego City Employees' Retirement System) 

The City's investments at June 30, 2006 are categorized as described below, including required disclosures for securities 

lending: 

Category 1: Insured or registered, with securities held by the City or its agent in the City's name. 

Category 2: Uninsured and unregistered, with securities held by the counterparty's trust department or 

agent in the City's name. 

Category 3: Uninsured and unregistered, with securities held by the counterparty, or by its trust 

department or agent but not in the City's name. 

/ 
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Non-Categorized: Includes investments made directly with another party, real estate, direct investments in 

mortgages and other loans, open-end mutual funds, pools managed by other governments, 

annuity contracts and guaranteed investment contracts. 

At June 30, 2006, the City's investments at fair value included Category 3 type investments, all of which are within the 

Cemetery Perpetuity Fund's portfolio with Northern Trust Bank. The following is a summary of the City's investments (in 

thousands) exposed to custodial credit risk: 

Investment Type 

US Treasury Bonds and Notes 

US Agencies 

Corporate Bonds and Notes 

Mortgage Backed Securities - Commercial 

Mortgage Backed Securities - Govemment 

Common Stock 

Total: 

$ 

S 

Fair Value 

"1,656 

85 
3,144 

113 
61 . 

3,261 

8,320 

Investments - San Diego City Employees' Retirement System 

SDCERS' is not exposed to any custodial credit risk related to any investments. As of June 30, 2006,100% of SDCERS' 

investments were held in SDCERS' name. 

Secunties Lending Collateral - San Diego City Employees' Retirement System 

SDCERS' is exposed to custodial credit risk for the securities lending collateral such that certain collateral is received in the 

form of letters of credit, tri-party collateral or securities collateral. The fair value of securities on loan collateralized by these 

non-cash vehicles totaled $8,700 as of June 30, 2006 and are at risk as the collateral for these loaned securities is not held 

in SDCERS' name and cannot be sold without a borrower default. The cash collateral held by SDCERS' custodian in 

conjunction with the securities lending program, which totaled $581,290 as of June 30, 2006, is also at risk as it is invested 

in a pooled vehicle managed by the custodian. 
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I. Restricted Cash and Investments - Citv of San Dieqo 

Cash and investments at June 30, 2006 that are restricted by legal or contractual requirements are comprised of the 

following; 

Nonmajor Governmental Funds 
Reserved for Debt Service $ 121,772. 
Permanent Endowments 14,588 

Total Nonmajor Governmental Funds 136.360 

Environmental Services Enterprise Fund 
Funds set aside for landfill site closure and maintenance costs 31,814 

Total Environmental Services Enterprise Fund 31,814 

Water Utility Enterprise Fund 
Customer deposits 3,849 
Interest and redemption funds 49,391 
. Total Water Utility Enterprise Fund 53^33" 

Sewer Utility Enterprise Fund 
Interest and redemption funds 21,079 

Total Sewer Utility Enterprise Fund 21,079 

Internal Service Fund 
San Diego Data Processing Corporation 133 

Total Internal Service Fund 133 

96 

Miscellaneous Agency Funds 
Retention held in escrow 14,273 

Total Miscellaneous Agency Funds 14,273 

Tolal Restricted Cash & Investments $ 256,899 

Summarv of Total Cash and Investments: 

Total Unrestricted Cash and investments $ 7,065,760 

Total Restricted Cash and Investments • 256,899 

Total Cash and Investments 7,322,659 

Total Govemmental Aclivities $ 1,183,803 

Total Business-Type Activities 532,267 

Total Fiduciary Activities 5,606,589 

Total Cash and Investments $ 7,322,659 

CU0580 



CITYOF SAN DIEGQ COMPRFHFNSIVF ANNUAI FINANCIAL RFPORT 

m. Foreign Currency-Risk - San Diego Citv Employees' Retirement Svstem 

Foreign currency risk is the risk that changes in exchange rates wilt adversely affect the fair value of an investment or a 

deposit. The foiiowing table represents SDCERS' securities (in thousands) held in a foreign currency as of June 30, 2006. 

Other Total Local Currency Name 

Australian Dollar 

Brazilian Real 
Canadian Dollar 

Danish Krone 

Euro Currency 

Hong Kong Dollar 
Hungarian Forint 

Indonesian Rupiah 

Israeli Shekel 

Japanese Yen 

Mexican Peso 

New Zealand Dollar 

Norwegian Krone 

Philippine Peso 
Pound Sterling 

Singapore Dollar 
South African Rand 

South Korean Won 

Swedish Krona 

Swiss Franc 

Thailand Baht 

Cash 

$ 5,103 

31 
122 

-
5,914 

43 
-

16 
-

1,700 
-
-
-
-

101 
-

404 
-
-
-
-

Equity 

$ 4,510 

2,924 
24,210 

1,205 

228,531 

7,605 
1,099 

1,763 

402 
133,700 

2,375 

925 
6,630 

516 
84,082 

16,083 

4,896 

12,550 

9,160 

42,711 

2,403 

Fixed income 

$ 
-

10,249 

8,295 

66,872 
-
-
-
-

43,483 
-

11,490 

-
19,399 

-
-

2,804 
-
-
-

-
-
-
-
-
-
-
-
-
-
-
-
-
-

(79) 
-
-
-
-
- • 

-

(79) 

$ 9,613 

2,955 

34,581 

9,500 

301,317 

7,648 

1,099 

1,779 

402 
178,883 

2,375 

925 
18,120 

516 
103,503 
16,083 

5,300 

15,354 

9,160 

42,711 

2,403 

$ 764,227 TOTALS $ 13,434 $ 588,280 $ 162,592 $ 

Ttie foreign exchange exposure in SDCERS' international equity small cap value portfolio (an institutional mutual fund investment} is not included in this 

disclosure. 

The negative value on Other represents Put Options writlen denominated in Pound Steriing. 

n. Derivative Instruments - San Dieqo Citv Employees' Retirement System 

SOGERS' investment, managers, as permitted by specific investment guidelines in their investment advisory agreement, 

may invest in or otherwise enter into transactions involving derivative financial instruments, consistent with the objectives 

established by the Board's investment policies. These instruments include futures, options and swaps. By Board policy 

these investment vehicles may not be used to leverage SDCERS' portfolio. These instruments are used primarily to 

enhance a portfolio's performance and to reduce its risk or volatility. SDCERS could be exposed to credit risk in the event 

of non-performance by counterparties; however, SDCERS enters into derivative transactions with high-quality institutions, 

and no losses due to counterparty non-performance on derivative financial instruments have been incurred. Credit and 

legal risks are also mitigated through the use of exchange traded contracts on organized exchanges. SDCERS is exposed 

to market risk, which is the risk that future changes in market conditions may make an instrument less valuable. Exposure to 

market risk is managed in accordance with investment policy guidelines, through buying or selling instruments or entering 

into offsetting positions. 
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The notional (underlying) or contractual amounts of derivatives indicate the extent of SDCERS' involvement in the various 

types and uses of derivative financial instruments and do not measure the exposure to credit or market risks and do not 

necessarily represent amounts exchanged by the parties. The amounts exchanged are detemiined by reference to the 

notional amounts and the other terms of the derivatives. 

The aggregate notional or contractual amounts for SDCERS' derivative financial instruments at June 30, 2006 were as 

follows: 

Money Market Futures 
Govemment Bond Futures 
Options 
Swaps 
Total Derivatives 

$ 

$ 

542,696 
27,843 
(1,533) 

23 
569,029 

'Source; SDCERS'CAFR as of June 30. 2006 

Futures contracts are contracts in which the buyer agrees to purchase and the seller agrees to make delivery on a specific 

financial instrument on a predetermined date and price. Gains and losses on futures contracts are settled daily based on a 

notional (underlying) principal value and do not involve an actual transfer of the specific instrument. Futures contracts are 

standardized and are traded on exchanges. The exchange assumes the risk that a counterparty will not pay and generally 

requires margin payments to minimize such risk. 

Option contracts provide the option purchaser with the right, but not the obligalion, to buy or sell the underlying security at a 

set price during a period or at a specified date. The option writer is obligated to buy or sell the underlying security if the 

option purchaser chooses lo exercise the option. SDCERS uses exchange traded and over-the-counter options. Options 

were sold and proceeds were received to enhance fixed income portfolio performance. Option contracts sold were 

predominantly on money market and short temi instruments of less than one-year to maturity. On call option contracts, if 

interest rates remained steady or declined during the opiion contract periods, the contracts would expire unexercised. By 

contrast, on put option contracts, if interest rates rose sufficiently to result in the purchase of the securities on or before the 

end of the option periods, this would occur at prices attractive to the portfolio manager. 

Swap agreements are used to modify investmenl returns or interest rates on investments. Swap transactions involve the 

exchange of investment returns or interest rate payments without the exchange of the underlying principal amounts. These 

swaps could expose investors entering into these types of arrangements to credit risk in the event of non-performance by 

counterparties. 

o. Discretely Presented Component Units 

San Dieqo Convention Center Corporation 

Deposits 

On June 30, 2006, the carrying amount of the San Diego Convention Center Corporation's (SDCCC) cash on hand and 

deposits was $978 and the bank balance was $947. Of the bank balance, $400 was covered by federal depository 

insurance. The remaining balance was either collateralized with the collateral held by an affiliate of the counterparty's 

financial institution or is uncollateralized, and therefore exposed to custodial credit risk. 
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/nvesfmenfs 

At June 30, 2006, SDCCC had $12,940 in several money market mutual fund investments. In addition, an investment 

balance of $1,458 was maintained in two certificates of deposit with terms of approximately one year each. Neither the 

money market mutual funds nor the certificates of deposit are rated by credit rating agencies. SDCCC does not have a 

formal deposit and investment policy that addresses credit quality risk. 

San Dieqo Housing Commission 

Deposits 

The carrying amount of the Housing Commission's deposits, which included cash and non-negotiable certificates of deposit, 

was $67,566 and the bank balance was $68,589 at June 30, 2006. The bank balances were fully insured and/or 

collateralized with securities held by the pledging financial institutions in the Commission's name. The California 

Government Code requires Califomia banks and savings and loan associations to secure Commission's deposits by 

pledging securities as collateral. This Code states that collateral pledged in this manner shall have the effect of perfecting a 

security interest in such collateral superior to those of a general creditor. Thus, collateral for cash deposits is considered to 

be held in the Commission's name. 

Investments 

Policv 

In accordance with state statutes and HUD regulations, Commission has authorized the Controller/Budget Officer to invest 

in obligations of the U.S. Treasury and U.S. Government agencies. The Commission is empowered by HUD Notice PIH 96-

33 to invest HUD funds in the following: 

Investment Type 

US Treasury Obligations (bills, bonds, or notes) 
US Agencies • 

Local Agency Investment Fund 
Demand and Savings Deposits (1) 
Money Market Deposit Accounts (1) 
Super NOW Accounts (1) 
Negotiable Certificates of Deposit (1) 
Repurchase/Reverse Repurchase Agreements (2) 
Sweep Accounts (1) 

. Money Market Mutual Funds 
Trust Indentures/Contracts 
Principal Only Strips 

Footnotes: 

(1) Deposits in excess ofthe insured amounts musl be 100% collateralized. 

(2) Securities purchased under these agreements shall be no less than 102% of the market value. 

Source: San Diego Housing Commission Investment Policy 
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The San Diego Housing Commission is empowered by Califomia Government Code (CGC) Sections 5922 and 53601 et seq. 

to invest non-HUD funds in the foiiowing: 

Investment Type 

Bonds (issued by the San Diego Housing Commission) 
US Treasury Obligations (bills, bonds, or notes) 

Registered state warrants, treasury notes/bonds (issued by the Siate of Califomia) 

Local Agency Investment Fund 
US Agencies 
Bankers' Acceptances (not to exceed 180 days) 
Prime Commercial Paper (not to exceed 180 days) 

Repurchase/Reverse Repurchase Agreements (2) 
Medium Term Notes (rated 'A' or better and not to exceed 5 years) 

Negotiable Certificates of Deposit (1) 
Money Market Mutual Funds 
Trust Indentures/Contracts 

Collateralized Bank Deposits 
Mortgage Pass-Through Securities (not to exceed 5 years) 

Footnotes; 

(1) Deposits in excess ot the insured amounts must be 100% collaleiaiized. 

(2) Securities purchased under these agreements shall be no less than 102% o( the market value. 

Source: San Diego Housing Commission Investment Policy 

Interest Rate and Credit Risk 

As of June 30, 2006, the Housing Commission's investments (in thousands) included the following: 

Investment 

State Local Agency Investment Fund 
Total Investments - San Diego Housing Commission 

Maturity 

Under 1 Year 

478 

Moody's 
.Credit Rating 

Not Rated 

Fair Value 
(In Thousands) 

\ 478_ 

J 478 

At June 30, 2006, the Housing Commission did not have any debt investments that are highly sensitive to changes in 

interest rates. 

Custodial Credit Risk ' 

At June 30, 2006, the Housing Commission did not have any investments exposed to custodial credit risk. All investments 

are held by the State of Califomia or a pledging financial institution in the name of the Commission. 
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4. CAPITAL ASSETS (in Thousands) 

Capital asset activity for the year ended June 30, 2006 was as follows: 

GOVERNMENTAL ACTIVITIES: 

Non-Depreciable Capital Assets: 

Land, Easements, Rights of Way 

Construction in Progress 

Total Non-Depreciable Capilal Assels 

Depreciable Capital Assels: 

Structures and improvements 

Equipment 

IntraslrucUire 

Tota) Depreciable Capital Assels 

Less Accumulated Depreciation For: 

Stmctures and Improvemenls 

Equipment 

Infrastructure 

Total Accumulated Depreciation 

Total Depreciable Capital Assets - Net ol Depreciation 

Govemmental Activilies Capital Assels, Nel 

BUSINESS-TYPE ACTIVITIES: 

Non-Depreciable Capital Assets: 

Land, Easements, Rights of Way 

Construction in Progress 

Tolal Non-Depreciable Capilal Assets 

Depreciable Capital Assets: 

Structures and Improvemenls 

Equipment 

Dislribution & Collection Systems and Olher Infra sliuclure 

Total Depreciable Capital Assels 

Less Accumulated Depreciation For: 

Structures and Improvements 

Equipmenl 

Distribution 8 Collection Systems and Olher Infrastructure 

Total Accumulated Depreciation 

Total Depreciable Capital Assets - Nel o( Depreciation 

Business-Type Activities Capital Assets, Net 

Primary Govemmenl 

Beginning 

Balance Increases 

Decreases/ 

Adjustments Transfers 

Ending 

Balance 

s 

s 

1,696,804 S 

223,519 

1,920.323 

998,552 

375,748 

2.779,795 

4,154,095 

(233,321) 

(252,076) 

(1,304,612) 

(1,790,009) 

2,364,086 

4,284,409 $ 

7,126 S 

113,796 

120,922 

7,807 

1B,614 

20.326 

45,747 

(27,199) 

(29,504) 

(82,190) 

(138,893) 

(92.146) 

28,776 S 

(1,615) S 

(2,676) 

(4,291) 

(889) 

(20,467) 

(237) 

(21,593) 

889 

18,660 

32 

19,581 

(2,012) 

(6,303) $ 

6,749 J 

(110,735) 

(101,987) 

39,559 

345 

63.430 

103,334 

(240) 

(349) 

(589) 

102,745 

758 S 

1,711,064 

223,903 

1,934,967 

1,045,029 

374,240 

2,863,314 

4,282,683 

(259,871) 

(263,269) 

(1,386,770) 

(1,909,910) 

2,372.673 

4,307,640 

S 

s 

85,618 $ 

496,184 

581,802 

1,476,971 

311,618 

3.088,329 

4,876,918 

(259,881) 

(184,230) 

(507,224) 

' (951.335) 

3,925,583 

4,507,385 S 

1,103 S 

68,557 

59.650 

18,497 

6,149 

49,928 

74,574 

(34,500) 

(23,331) 

(45,390) 

(103,221) 

(28,647) 

41,013 S 

(3) S 

(4,169) " 

(4,172) 

(564) 

(7,727) 

(12,466) 

(20,757) 

555 

6,760 

6,287 

13.602 

(7.155) 

(11,32?) S 

3,051 S 

(161,150) 

(158,099) 

71,069 

6,075 

79,702 

156,846 

3. 

551 

(59) 

495 

157,341 

(758) $ 

• 89,769 

399,422 

489.191 

1,565,973 

315,115 

3,205,493 

5,087,581 

(293,823) 

(200,250) 

(546,386) 

(1.040.459) 

4,047,122 

4,536,313 
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Governmental Activities capital assets nel ol accumulated depreciation at June 30,2006 are comprised ol the following: 

General Capital Assets, Nel 

Interna! Service Funds Capital Assets, Net 
Total 

4,234,929 

72,711 
$ 4,307,640 

Business-Type Activilies capilal assets nel ol accumulated depreciation al June 30, 2006 are comprised of the foiiowing: 

Enterprise Funds Capilal Assets, Net 
Internal Service Funds Capital Assets, Nel 

Tolal 

S 4,536,034 

279_ 
$ 4,536,313 

Deprecialion expense was charged lo functions/programs ot the primary govemment as follows: 

Govemmental Activities: 

General Govemment and Support 

Public Safety - Poiice 

Public Safely - Fire and Life Safety 

Parks, Recreation, Culture and Leisure 

Transportation 

Sanitation and Health 

Neighborhood Services 

Subtotal 

Intemal Service (Excepl Special Engineering) 

Tolal Deprecialion Expense 

1,640 

5,491 

4,052 

31,512 

72,599 

514 

1,193 

117,001 

21,892 

138,893 

Business-Type Activities: 

Airports 

City Store 

Development Services 

Environmental Services 

Golf Course 

Recycling 

Sewer Utility 

Waler Utility 

Subtotal 

Internal Service [Special Engineering) 

Tolal Depreciation Expense 

468 

1 

214 

6,604 

670 

1,062 

64,922 

29,230 

103,171 

50 

103,221 
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Discretely Presented Component Unils 

Capilal asset aclivities lor the City's Discretely Presented Componeni Unils for the year ended June 30,2006 are as follows: 

Depreciable Capital Assels: 

Structures and Improvements 

Equipmenl 

Total Depreciable Capital Assets 

Discretely Presented Component Unit • 
San Diego Convention Center Corp. 

s 

Beginning 
Balance 

19,805 

9,113 

28,918 

S 

Increases 

5,026 

734 

5,750 

Decreases/ 
Adjustments 

S (2,551) 

(1,487) 

(4,036) 

S 

Transfers 

(44) 

44 

. 

S 

Ending 

Balance 

22,235 

6,404 

30.640 

Less Accumulated Depreciation For; 

Structures and Improvemenls 

Equipment 

Total Accumulated Depreciation 

Capital Assets, Net s 

(7,539) 

(7,359) 

(14,908) 

14,010 S 

(1,437) 

(1.002) 

(2.439) 

3,321 S 

1,358 

2,161 

3,519 

(519) S 

3 

(3) 

S 

(7,615) 

(6,213) 

(13,828) 

15,812 

Non-Depreciable Capilal Assets: 

Land, Easements, Rights of Way 

Constmction in Progress 

Tolal Non-Depreciable Capital Assels 

Discretely Presented Component Unit • 
San Diego Housing Commission 

$ 

Beginning 
Balance 

30,544 

8,637 

Increases 

$ 

1,306 

Decreases/ 
Adjustments 

$ 

Transfers 

s s 

Ending 
Balance 

30,544 

9,943 

39.181 1,306 40,487 

Depreciable Capital Assets: 

Structures and Improvements 

Equipment 

Total Depreciable Capital Assets 

Less Accumutaled Depreciation For: 

Stmctures and Improvements 

Equipment 

Total Accumulated Depreciation 

Tolal Depreciable Capilal Assets - Nel of Depreciation 

Capital Assets, Nel S 

63,145 

915 

64,060 

(39,639) 

(862) 

(40,501) 

43,559 

82,740 S 

sa 

88 

(2,929) 

(25) 

(2,954) 

(2.866) 

(1.560) S 

-

(17) 

(17) 

-

17 

17 

s 

S3.145 

986 

84,131 

(42,568) 

(870) 

(43,438) 

40,693 

S 81,180 
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GOVERNMENTAL ACTIVITIES LONG-TERM LIABILITIES (In Thousands) 

a. Long-Term Liabilities 

Govemmental long-term liabilities as of June 30, 2006 are comprised of the following: 

Type of Obligation 

Interest 

Rates 

Fiscal 

Year 

Maturity 

Date 

Compensated Absences 

Liabiiity Claims 

Capital Lease Obligations 

Contracts Payable: 

Contract Payable to SDSU Foundation, 

dated December 1991 

Amendment to Contract Payable to SDSU Foundation, 

dated January 1995 

Conlract Payable to Western Pacific Housing, inc. 

dated April 2004 

Total Contracts Payable 

Notes Payable: 

variable* 

variable* 

5.00% 

Loans Payable: 

International Gateway Associates, LLC, 

dated October 2001 

North Park Theatre, LLC, dated December 2004 

PCCP/SB Las America, LLC, 

dated August 2005 

Bud Fischer, dated March 2006 

Centerpoint, LLC, dated April 2006 

Total Loans Payable 

San Diego Association of Governments (SANDAG) 

Loans Payable 

Section 108 Loans Payable 

Generai Obligation Bonds: 

Public Safety Communications Project, Series 1991 

Open Space Park Refunding Bonds, Series 1994 

Total General Obligation Bonds 

Revenue Bonds / Lease Revenue Bonds / COPs: 

Original 

Amount 

Balance 

Outstanding 

June 30,2006 

71,820 

202.482 

40,541 

1,598 

117 

900 

1,598 

117 

900 

2,615 

Note Payable to Wat-Mart, dated 

June 1998 

Notes Payable to San Diego Revitalization, 

daled April 2001 

Notes Payable to San Diego Revitalization, 

dated May 2005 

Total Notes Payable 

10.0% 

5.0 

8.0 

2017 

2032 

2025 

1.308 

5,115 

2,100 

512 

4,682 

2,100 

7,294 

10.0 

variable' 

10.0 

6.0 

7.0 

5 .0 -8 .0 " 

5.0-6.0** 

• 2032 

-

2036 

2007 

2021 ' 

2012 

2009 

1,876 

3,335 

1,247 

2,679 

5,246 _ 

25,500 

64,260 

1,838 

3,335 

1,247 

2,679 

5,246 

14,345 

7,355 

42,499 

11,520 

1,170 

12,690 

MTDB Authority Lease Revenue Refunding Bonds, 

Series 1994 

Public Facilities Financing Authority Stadium Lease 

Revenue Bonds, Series 1996 A 

4.25 - 5.625" 

6 .2 -7 .45" 

104 

2010 

2027 

66,570 

68,425 

10,240 

60,490 

(continued or next page) 
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Type of Obligation 

San Diego Facilities and Equipment Leasing Corp. 

Certificates of Partidpation, Series 1996 A 

San Diego Facilities and Equipment Leasing Corp. 

Certificates of Participation Refunding, Series 1996 B 

Convention Center Expansion Financing Authority 

Lease Revenue Bonds, Series 1998 A 

Centre City Parking Revenue Bonds, Series 1999 A -

Public Facilities Financing Authority Reassessment 

District Refunding Revenue Bonds, Series 1999 A 

Public Facilities Financing Authority Reassessment 

District Refunding Revenue Bonds, Series 1999 B 

Public Facilities Financing Authority Ballpark Lease 

Revenue Bonds, Series 2002 

Public Facilities Financing Authority Fire and Life Safety 

Lease Revenue Bonds, Series 2002 B 

Centre City Parking Revenue Bonds, Series 2003 B 

MTDB Aulhority Lease Revenue Refunding Bonds, 

Series 2003 

San Diego Facilities Equipmenl Leasing Corp. 

Certificates of Participation Refunding. Series 2003 

Total Revenue Bonds / Lease Revenue Bonds / COPs 

Interest 

Rates 

4 . 0 - 5 . 6 " 

4 . 0 - 6 . 0 " 

3 .8 -5 .25" 

4 .5 -6 .49 " 

2 .75-4.75" 

3.5 - 5.10" 

7 .15-7 .7 " 

3 .55-7 .0" 

3 .0 -5 .30" 

2.0-4.375" 

1 .0-4.0" 

Fiscal 

Year 

Maturity 

Date 

2011 

2022 

2028 

2025 

2018 

2018 

2032 

3032 

2027 

2023 

2024 

Original 

Amount 

$ 33,430 

11,720 

205,000 

12,105 

30,515 

7,630 

169,685 

25,070 

20,515 

15,255 

17,425 

Balance 

Outstanding 

June 30,2006 

$ 15,440 

9,180 

183,300 

10,810 

17,315 

4,295 

167,560 

23,780 

19,390 

14,050 

14,000 

549,850 

Special Assessment / Special Tax Bonds: 

Otay Mesa Industrial Park Limited Obligation 

Improvement Bonds, Issued May 1992 

Miramar Ranch North Special Tax Refunding 

Bonds, Series 1998 

Santaluz Special Tax Bonds, Improvement 

Area No.l,Series 2000A 

Santaluz Special Tax Bonds, Improvement 

Area No.3. Series 2000 B 

City of San Diego Reassessment Districl No. 2003-1 

Limited Obligation Refunding Bonds 

Piper Ranch Limited Obligalion Improvement 

Bonds, Issued January 2004 

Santaluz Special TaxBonds, Improvement 

Area No. l , Series 2004 A 

Santaluz Special TaxBonds, Improvement 

Area No.4, Series 2004 A 

Total Special Assessment / Special Tax Bonds 

5.5-7.95" 

3.75-5.375" 

4.75 - 6.375" 

4.5-6.2** 

4.25-5,8" 

, 2.5 - 6.2" 

1.7-5.5" 

1.65-5.5" 

2013 

2021 

2031 

2031 

2018 

2034 

2031 

2034 

2,235 

59,455 

56,020 

4,350 

8.850 

5,430 

5,000 

9,965 

395 

46,600 

54,545 

4,210 

7,905 

5,195 

4,885 

9,870 

133,605 

(continuod on neit page] 
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Type of Obligation 

Tax Allocation Bonds: 

Gateway Center Wesl Redevelopment 

Project Tax Allocation Bonds, Series 1995 

Mount Hope Redevelopmenl Project Tax 

Allocation Bonds, Series 1995 A 

Mount Hope Redevelopmenl Project Tax 

Allocation Bonds, Series 1995 B 

Southcrest Redevelopment Project Tax 

Allocation Bonds, Series 1995 

Horton Plaza Redevelopment Project Tax 

Allocation Refunding Bonds, Series 1996 A 

Horton Plaza Redevelopment Project Tax 

Allocation Refunding Bonds, Series 1996 B 

Centre City Redevelopment Tax Allocation 

Bonds, Series 1999 A 

Centre City Redevelopment Tax Allocation 

Bonds, Series 1999 B 

Centre City Redevelopment Tax Allocation 

Bonds, Series 1999 C 

City Heights Redevelopmenl Tax Allocation 

Bonds, Series 1999 A 

City Heights Redevelopment Tax Allocation 

Bonds, Series 1999 B 

Central Imperial Redevelopmenl Project Tax 

Allocation Bonds, Series 2000 

Centre City Redevelopment Project Tax 

Allocation Bonds, Series 2000 A 

Centre City Redevelopment Project Tax 

Allocation Bonds, Series 2000 B 

Horton Plaza Redevelopment Projecl Tax 

Allocation Bonds, Series 2000 

North Bay Redevelopment Project Tax 

Allocation Bonds, Series 2000 

North Park Redevelopment Project Tax 

Allocation Bonds, Series 2000 

Southcrest Redevelopment Project Tax 

Allocation Bonds, Series 2000 

Centre City Redevelopment Tax Allocation 

Bonds, Series 2001 A 

Mount Hope Redevelopment Project Tax 

Allocation Bonds, Series 2002 A 

Centre City Redevelopment Project Tax 

Allocation Bonds, Series 2003 A 

City Heights Redevelopment Project Tax 

Allocation Bonds, Series 2003 A 

City Heights Redevelopment Project Tax 

Allocation Bonds, Series 2003 B 

Interest 

- Rates 

7 .8 -9 .75" 

4 . 4 - 6 . 0 " 

6 . 9 - 8 . 2 " 

4.75 • 6.592" 

3 . 8 - 6 . 0 " 

4 . 3 - 7 . 0 " 

3 .0-5 .125" 

6.25" 

3 .1 -4 .75 " 

4 . 5 - 5 . 8 " 

5.75 - 6.4*" 

4,45-6,6 9 " 

4 . 0 - 5 . 6 " 

3 .95-5,35" 

4.25 • 5 .8 " 

4.25 - 5.875" 

4 . 1 - 5 . 9 " 

4 .45 -6 .5 " 

4.93 - 5.55*™ 

5 .0 " 

2.5 - 5 .0" 

5.875 - 5 .5" 

2 .5 -4 .25" 

Fiscal 

Year 

Maturity 

Date 

2014 

2020 

2021 

2020 

2016 

2007 

2019 

2014 

2025 

2029 

2029 

2031 

2025 

2025 

2022 

2031 

2031 

2026 

2027 

2027 

2029 

2034 

2014 

Original 

Amount 

$ 1,400 

1,200 

3,955 

3,750 

12,970 

9,830 

25,680 

11,360 

13,610 

5,690 

10.141 

3,395 

6,100 

21,390 

15,025 

13,000 

7,000 

1,860 

58,425 

3,055 

31,000 

4,955 

865 

Balance 

Outstanding 

June 30,2006 

S 815 

860 

3,200 

2,455 

8,395 

410 

25,320 

11,360 

12,405 

5,455 

9.825 

3,160 

5,345 

19,670 

14,425 

11,920 

6,425 

1,670 

57,175 

3,055 . 

21,755 

4.955 

625 

(continiied on next page) 
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Type of Obligation 

North Park Redevelopment Project Tax 

Allocation Bonds. Series 2003 A 

North Park Redevelopment Project Tax 

Allocation Bonds, Series 2003 B 

Horton Plaza Redevelopmenl Project Tax 

Allocation Bonds, Series 2003 A 

Horton Plaza Redevelopment Project Tax 

Allocation Bonds, Series 2003 B 

Horton Plaza Redevelopment Projecl Tax 

Allocation Bonds, Series 2003 C 

Centre City Redevelopment Project Tax 

Allocation Bonds, Series 2004 A 

Centre City Redevelopmenl Project Tax 

Allocation Bonds, Series 2004 B 

Centre City Redevelopment Project Tax 

Allocation Bonds, Series 2004 C 

Centre City Redevelopment Project Tax 

Altocalion Bonds, Series 2004 D 

Centre City Redevelopment Project Tax 

Allocation Bonds, Series 2006 B 

Centre City Redevelopment Project Tax 

Allocation Bonds, Series 2006 A 

Total Tax Allocation Bonds 

Tobacco Settlement Asset-Backed Bonds: 

Tobacco Settlement Revenue Funding Corporation 

Asset-Backed Bonds, Series 2006 

Total Tobacco Settlement Asset-Backed Bonds 

Interest 

Rates 

1.5-6.125" 

4.75 - 5 .0" 

4 . 6 5 - 5 . 1 " 

3 ,25-5.45" 

3 ,49 .7 .74" 

3 .5 -5 .25" 

2 ,26-4.58" 

2 .26-6.18" 

2.26 - 6.28" 

4.25-5.25" 

5.66-6.2" 

Fiscal 

Year 

Maturity 

Date 

. 2028 

2034 

2022 

2022 

2022 • 

2030 

2011 

2030 

2030 

2033 

2032 

Original 

Amount 

7,145 

5,360 -

6,325 

4,530 

8,000 

101,180 

9,855 

27,785 

8,905 

76,225 

33,760 

Balance 

Outstanding 

June 30, 2006 

6,610 

5,360 

6,325 

4,530 

7,460 

99,670 

6,245 

27,230 

8,730 

76,225 

33,760 

514,845 

7.125* 2023 105,400 105,400 

105,400 

Tota] Bonds Payable 

Net Pension Obligation 

Total Governmental Activities Long-Term Liabilities 

1.316,390 

158,087 

1,863,428 

* Additional information on the variable rate contracts payable with the SDSU Foundation and loans payable with North Park Theatre, LLC are discussed further 

on the Mowing page. 

" Interest rates are fixed, and reflect the range of rates for various maturities from the date of issuance to maturity. 

* " The City Heights Redevelopment Tax Allocation Bonds, Series 1999 B, are capital appreciation bonds, which mature from fiscal year 2011 through 2029, The 

balance outstanding at June 30, 2006 does not include accreted interest of $5,342. 

**** The Centre City Redevelopment Tax Allocation Bonds, Series 2001 A, partially include capital appreciation bonds, which mature from fiscal year 2015 
through 2027. The balance outstanding at June 30, 2006 does not include accreted interest of $3,877. 
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Liability claims are primarily liquidated by the Self Insurance Fund and Enterprise Funds. Compensated absences are paid out 
of the operating funds and certain intemal service funds. Pension liabilities are paid out of the operating funds based on a 
percentage of payroll. 

Public safety general obligation bonds are secured by a pledge of the full faith and credit of the City or by a pledge of the City 
to levy ad valorem property taxes without limitation. Open space general obligation bonds are backed by Environmental 
Growth Fund 2/3 franchise fees. 

Revenue bonds are secured by a pledge of specific revenue generally derived from fees or service charges related to the 
operation of the project being financed. Certificates of Participation (COPs) and lease revenue bonds provide long-term 
financing through a lease agreement, installment sales agreement, or loan agreement that does not constitute indebtedness 
under the state constitutional debt limitation and is not subject to other statutory requirements applicable to bonds. 

Special assessment/special tax bonds are issued by fhe City to provide funds for public improvements in/and or serving special 
assessment and Mello-Roos districls created by the City. The bonds are secured by assessments and special taxes levied on 
the properties located within the assessment districts and the community facilities districts, and are payable solely from the 
assessments and special taxes collected. The assessments and the special taxes, and any bonds payable from them, are 
secured by a lien on the properties upon which the assessments and the special taxes are levied. Neither the faith and credit 
nor the taxing power of the City is pledged to the payment of the bonds. 

Section 108 loans are the loan guarantee provisions ofthe Community Development Block Grant (CDBG) program. Section 
108 loans provide the community with' a source of financing for economic development, housing rehabilitation, public facilities, 
and capital improvement and infrastructure projects. 

SANDAG loans are comprised of two components: repayment of debt service on bonds, and repayment of proceeds from 
commercial paper. The City receives distributions of SANDAG bond proceeds, based on the City's agreement with SANDAG. 
The annual debt service payments related to these bond issuances are recovered by SANDAG through reductions in TransNet 
allocations that would otherwise be available for payment to the City. TransNel-Proposition A, was passed in 1987 to enact a 
Vi percent sales tax increase to fund regional transportation projects. All expenses must first be approved by SANDAG and be 
included on the Regional Transportation Plan (RTP). The City recognizes repayment ofthe principal and interest on bonds as 
an increase in TransNet revenues and an offsetting debt service expenditure. The interest rates on the outstanding bonds 
range from 4.75 percent to 5.50 percent. In addition to financing from bond issuances, financing for TransNet related projects 
is made available through the issuance of commerciai paper notes by SANDAG, at the request of the City. Repayment of 
proceeds related to the commercial paper is collected in future periods through reductions in TransNet allocations, similar to 
the repayment of the debt service on bonds. Interest rates on commercial paper notes during the current year have varied 
from 2.40 percent to 3.58 percent, with maturities from 1 day to 166 days. Interest rates on outstanding commercial paper note 
amounts at June 30, 2006, ranged from 3.50 percent Jo 3.58 percent. 

San Diego State University Foundation executed an Agreement for Processing a Redevelopment Plan and Land Use 
Entitlements with the Redevelopment Agency of the City of San Diego which allows for reimbursement of expenses incurred by 
the Foundation, in assisting in the preparation and processing of the Redevelopment Plan and Land Use Entitlements in the 
College Area. The agreement is a variable rate obligation of the Agency. The unpaid principal bears interest at the prime rate 
and is fixed on a quarterly basis, using the prime rate established on the first banking day of each calendar quarter. Interest 
calculations are made on the quarterly weighted average of the principal balance and are made at the end of the quarter based 
upon the rate fixed for that quarter. The interest rate is not to exceed 12 percent per annum on funds advanced to the Agency. 
The effective interest rate as of June 30, 2006 is 7.75 percent. 

The Redeveiopment Agency of The City of San Diego and North Park Theatre, LLC entered into a Disposition and 
Development Agreement dated April 23, 2002, a Second Implementation Agreement dated, April 28,2004 and a Third 
Implementation Agreement dated December 9, 2004. These agreements were executed for the purposes of effectuating the 
Redevelopment Plan for the North Park Redevelopment Project, by providing for the disposition of certain real property and a 
loan to the Agency from the Developer to fund the Agency's subsidy of the rehabilitation of the North Park Theatre building by 
the Developer. The Third Implementation Agreement converted the loan from a fixed rate to a variable rate obligation of the 
Agency. The interest on the loan is based on the prime rate plus 2 percent for the first two years, then will increase by a 1/2 
percent per year for the remainder of the term of the loan. The interest rate shall not exceed the lesser of the Prime Rate plus 
four percent, or the maximum interest rate allowed by law. The interest rate shall be reset annually, on August I5', based on 
the Prime Rate on the reset date. The effective interest rate as of June 30, 2006 is 8.25 percent. 
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b. Amortization Requirements 

The annual requirements to amortize such long-term debt outstanding as of June 30, 2006, including interest payments to 
maturity, are as follows: 

Year 

Ended 

June 30, 

2007 

2008 

2009 

2010 

2011 

2012-2016 

Unscheduled" 

Total 

Capital Lease Obligations 

Principal 

S 8,774 

7,233 

6,474 

5,431 

4,067 

8,562 

S 40,541 

Interesl 

S 1,610 

1,218 

938 

638 

487 

527 

-
i 5,366 

Contracts Payable 

Principal 

i 

2,615 

S 2,615 

Interesl 

$ 
-

-
-

1,713 

S 1,713 

Notes Payable 

Principal Interesl 

4,144 7,294 

7,294 S 4,144 

' The contracts payable to SDSU Foundation in Ihe amount olSI.715. the contiecl payable lo Western Pacific Housing. Inc. in Ihe amount 

oi $900, amt the notes payable to Wal-Mart of J5I2 and San Diego RevHaliiation ol S6,782. do not have annual repayment schedules. 

Annual payments on the San Diego Slale Umversity debl is based on Ihe availability of lax increment nel ol the low-modeiate and taxing 

agency set-asides as well as piojecl aiea adnttnistration costs. Annual payments to the Wal-Mart, Western Padtic Housing, Inc.. and 

San Diego Revitalization debt ere based on avarJaftte lax inaement. 

Geffisal 

Yaa Loans Payablo SANDAG Loan Sacton IOS Loans Obigalion Bonds 

Ended 

J una 30, 

2007 

200B 

2009 

2010 

2011 

2012-2016 

2017.2021 

2022-2026 

2027-2031 

2032-2036 

Unsehsdubd' 

Total 

Princpal 

$ 2,702 

25 

27 

30 

33 

224 

361 

581 

935 

B46 

8,581 

$ 14,345 

Inlaest 

S 385 

306 

304 

. 301 

298 

1,433 

1,295 

1,076 

722 

185 

242 

S 6,547 

Prirdpal 

S 5,107 

2.248 

-
-
-

J 7,355 

Interest 

S 225 

94 

-
-
• 

-
-

• 

-
S 319 

Principal 

$ 3,068 -

3,535 

2,364 

2,457 

2,595 

15,066 

9,443 

3,971 

I 42,499 

Interest 

S 2,340 

2.203 

2,046 

1,920 

1,783 

6,415 

2.424 

421 

i 19,552 

Principal 

S 1,985 

. 2,125 

2,265 

1,975 

2,100 

2,240 

• 

• 

J 12.690 

Interest 

S 763 

641 

502 

353 

219 

74 

S 2,572 

• Jho loans payable lo Nonh Part; ThMlie, LLC in Ihe amounl of S3,335, and Cenlwpoinf, LLC in Ihe amounl of 15,246 do not have annual 

rtpoyrnenl schedules. Annual payments ore based upon M r s receipts of unaltocafed (si inaement a other avaleble sources. 

Yea 

Ended 

June 30, 

2007 

2O08 

2009 

2010 

2011 

2012-2016 

2017-2021 

202MO2G 

2027-2031 

2032-2036 

Sublolal 

Add 

Accreted Appredalton 

Ihrough June 30,2006 

Tolal 

Revenue 

Bonds/COPt 

Pnncpi 

I 19,675 

20,660 

21,550 

21,235 

16,325 

91.445 

108.975 

135.645 

95,390 

15,550 

649,850 

S 549,850 

Inieresl 

I 32,416 

31,437 

30,395 

29,337 

28,303 

126,723 

9B,«2 

62,689 

22,726 

1,155 

463,663 

S 463,663 

Special AssesHTierl / 

Spedd T i l Bends 

Principal 

I 3.770 

4,045 

4,315 

4,630 

4,960 

29,375 

35.055 

1B,9E5 

26,520 

2,950 

133,505 . 

( 133.605 

Inieresl 

$ 7,266 

7,112 

6,921 

6,709 

6,474 

28,033 

19.364 

11.855 

5.001 

" 260 

99,015 

i 99,015 

Prindpal 

I 13.041 

13,371 

14,476 

15,088 

15,853 

101.267 

124,038 

119.894 

77,322 

21,495 

5»,M5 

9,219 

% 524,064 

TajAlbcaMn 

Bonds 

Unaccreled 

Appreciation 

I 1,910 

1,996 

2,081 

2,163 

2,243 

12053 

11,260 

6,394 

447 

40.572 

J 40,573 

InloBJ 

S 23,442 

24,746 

24,208 

33,555 

23,608 

99.778 

71.011 

40,397 

13,849 

1,166 

344.960 

% 344,960 

lDbaca> 

Asset-Backed Bands 

Prindpal 

% 3.700 

3.300 

3.600 

3.800 

4000 

25,100 

35,500 

27/00 

105,400 

I 105,400 

I 

s 

$ 

nteiesl 

7.093 

7,317 

7,062 

6,826 

6,555 

28,015 

17,691 

3,266 

63,664 

83,854 
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c, Change in Long-Term Liabilities 

Additions to governmental activities long-term debt for contracts, notes and loans payable may differ from proceeds reported 
on the Statement of Revenues, Expenditures, and Changes in Fund Balances, due to funding received in prior fiscal years 
being converted from short-term to long-term debt as a result of developers extending the terms of the obligation. 

The following is a summary of changes in governmental activities long-term liabilities for the year ended June 30, 2006. The 
effect of bond accretion, bond premiums, discounts, and deferred amounts on bond refunds are amortized as adjustments to 
long-term liabilities. 

Compensated Absences 

Liability Claims 

Capital Lease ObbgaSons 

Contracts Payable 

Notes Payable 

Loans Payable 

Section 108 Loans Payable 

SANDAG Loans Payable 

Geneai OUgation Bonds 

Revenue Bonds I COPs 

Unamortized Bond Premiums, Discounts 

and Deferred Amounts on Refunding 

Nel Revenue Bonds/COP's 

Special Assessment/Special 

TaxBonds 

Unamortzed Bond Piemiums, Discounts 

and Deferred Amounts on Refunding 

Net Special Assestment Bonds 

Taj AJocadon Bonds 

Interest Accretion 

Balance with Accretion 

Unamortized Bond Premiums, Discounts 

and Deferred Amounts on Refunding 

Net Tax Allocation Bonds 

Tobacco Settlement Asset-Backed Bonds: 

Unamortized Bond Premiums, Discounts 

and Deferred Amounts on Refunding 

Net Tobacco Settlemenl Asset-Backed Bonds 

Nel Pension Obligalion 

Beginning 

Balance 

74,387 

218,366 

30,647 

1,715 

7,924 

5,187 

42.858 

13,979 

14.530 

Additions 

50,878 

35,905 

20,087 

900 

-
9,171 

2,151 

1,651 

-

Govemmenlal Activities 

Reductions 

(53,445) 

(51.7B9) 

(10,193) 

(630) 

(13) 

(2,510) 

(8,275) 

(1,840) 

Ending 

Balance 

71,820 

202,482 

40,541 

2.615 

. 7,294 

14,345 

42,499 

7,355 

12,690 

Due Within 

One Year 

31,064 

32.390 

8,774 

• 

2,702 

3.068 

5,107 

1.985 

571,285 

(950) 

570,335 

137.305 

(654) 

423,241 

3,215 

111,807 

2,408 

(21,436) 

51 

(21,384) 

(3,700) 

(10,984) 

549,850 

(899) 

548,951 

133,505 

(608) 

524,064 

5,623 

19,875 

19,875 

3.770 

136.651 

415.778 

7,463 

• 

109,985 

1,822 

(3,654) 

(10,918) 

(56) 

13Z997 

514,845 

9,219 

3,770 

12041 

12,041 

426,456 

254,486 

$ 1,797,521 S 

114,215 

105,400 

105,400 

6,325 

346,683 I 

(10,984) 

(102,724) 

1 (267,441) i 

529,687 

105,400 

105,400 

158,087 

1 1,876,763 i 

12,041 

2,700 

2,700 

123,476 
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d, Defeasance of Debt 

As of June 30, 2006, principal amounts payable from escrow funds established for defeased bonds are as follows: 

Defeased Bonds Amount 

Horton Plaza Redevelopment Project Subordinate Tax 

Allocation Refunding Bonds, Series 1996 B J 6,640 

Total Defeased Bonds Outstanding $ 6,640 

m 
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6. BUSINESS-TYPE ACTIVITIES LONG-TERM LIABILITIES (In Thousands) 

a, Long-Term Liabilities 

Business-type activities long-term liabilities as of June 30, 2006 are comprised of the following: 

Type of Obligation 

Arbitrage Liability 

Compensated Absences 

Liability Claims 

Capital Lease Obligations 

Loans Payable: 

Loans Payable to San Diego County 

Water Authority 

Loans Payable to State Water Resources 

Control Board, issued Febmary 9,2000 

Loans Payable to State Water Resources 

Control Board, issued Febmary 9,2000 

Loans Payable to Slate Water Resources 

Control Board, issued March 30,2001 

Loans Payable to Slate Water Resources • 

Control Board, issued May 17,2001 

Loans Payable to State Water Resources 
Control Board, issued Uay 17, 2001 

Loans Payable to State Water Resources 

Control Board, issued June 11, 2001 

Loans Payable to State Water Resources 

Control Board, issued Octobers, 2002 

Loans Payable to State Water Resources 

Control Board, issued Octobers, 2002 

Loans Payable to State Water Resources 

Control Board, issued December 14, 2005 

Loans Payable to Department of Health 

Services, issued July 6,2005 

Total Loans Payable 

Bonds Payable: 

Sewer Revenue Bonds, Series 1993 

Sewer Revenue Bonds, Series 1995 

Sewer Revenue Bonds, Series 1997 A 

Interest Rates 

• 

1.80%" 

1.80" 

1.80" 

1.80" 

1.80" 

1.80** 

1.99" 

1.80" 

1.89" 

2.5132 

Fiscal 

Year 

Maturity 

Date 

-

2020 

2022 

2022 

2022 

2021 

2021 

2020 

2023 

2024 

2026 

Original 

Amount 

100 

10,606 

6,684 

33,720 

7,742 

860 

2,525 

3,767 

8,068 

10,093 

21,525 

Balance 

Outstanding 

June 30,2006 

$ 193 

16,390 

50,379 

2,051 

100 

7,816 

5,533 

27,912 

6,406 

673 

1,977 

3,042 

7,033 

9,647 

21,108 

91,247 

2.8-5.25' 2023 

3.9 - 6.0* 2025 

3.7-5.375' 2027 

250,000 182,370 

350,000 284,505 

183,000 152,625 

(continued on next page) 
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Type of Obligation Interest Rates 

3.7 • 5.375' 

4.0 - 5,375' 

3.5 - 5.125* 

3.5-5.125' 

2.0 - 5.0* 

variable"* 

Fiscal 
Year 

Maturity 

Date 

2027 

2029 

2029 

2029 

2033 

2008 

Original 

Amount 

$ 67,000 

385,000 

203,350 

112,060 

286,945 

152,000 

Balance 
Outstanding 

June 30, 2006 

$ 55,875 

271,055 

178,665 

96,665 

286,945 

152,000 

1,662,705 

14,811 

36,394 

$ 1,874,170 

Sewer Revenue Bonds. Series 1997 B 

Water Certificate of Undivided Interest, 
Series 1998 

Sewer Revenue Bonds, Series 1999 A 

Sewer Revenue Bonds, Series 1999 B 

Subordinated Water Revenue Bonds, 
Series 2002 

Sewer Revenue Bonds, Series 2004 

Total Bonds Payable 

Estimated Landfill Closure and Poslclosure Care 

Net Pension Obligation 

Total Business-Type Activities Long-Term Liabilities 

' Interest rates ere fixed, and reflect the range of rates for various maturities from the date of issuance to maturity. 
" Effective rate 

" ' Variable rate based on 62.34% ofthe London Inter-bank Offered Rate (LIBOR), which is a daily reference rate based on the 
interest rates at vthich major banks offer to lend unsecured funds to other banks in the London inter-bank market, plus 90 basis 
points Ihrough December 16. 2006. The effective interest rate at fiscal year end June 30, 2006 is 3.8954%. 

b. Amortization Requirements 

Annual requirements to amortize long-term debt as of June 30, 2006, including interest payments to maturity, are 

as follows: 

Year Ended 

June 30 

2007 

2008 

2009 

2010 

2011 

2012-2016 

2017-2021 

2022-2026 

2027-2031 

2032-2036 

Unscheduled * 

Total • 

Revenue Bonds Payable 

Principal 

$ 56,845 

74,015 

75,995 

77,985 

80,210 

305,245 

369,745 

398,920 

197,600 

26,145 

-

$ 1,662,705 

Interest 

$ 80,721 

77,795 

74,606 

71,404 

67,972 

292,865 

211,023 

109,321 

25,353 

1,324 

-

$ 1,012,384 

Loans 1 

Principal 

$ 4,677 

4,767 

4,860 

4,956 

5,052 

26,783 

28,624 

11,428 

-
-

100 

$ 91,247 

^ayabk a 

Interest 

$ 1,802 

$ 

1,712 

1,619 

1,523 

1,427 

5,612 

2,883 

533 
-
-
-

17,111 

Capital Lease 

Obligations 

Principal 

$ . 1,045 

840 
166 

-
-
-
-
-
-
-

$ 2,051 

Interest 

$ 69 

31 
4 

-
-
-
-
-
-
-

$ 104 

* The loan payable to ihe San Diego County Water Authority in the amount of $100 does not have an 

annual repayment schedule. The payment is due if funding for the projects for which the loan was received 

becomes available from other sources. 
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c. Change in Long-Term Liabilities 

The following is a summary of changes in long-tenn liabilities for the year ended June 30, 2006. The effect of 
bond premiums, discounts and deferred amounts on refunding are reflected as adjustments to long-term liabilities. 

Arbitrage Liability 

Compensated Absences 

Liability Claims 

Capital Lease Obligations 

Loans Payable' 

Revenue Bonds Payable 

Unamortized Bond Premiums, Discounts 

and Deferred Amounts on Refunding 

Net Reveniie Bonds Payable 

Estimated Landfill Closure 

and Postdosure Care 

Net Pension Obligation 

Total 

Beginning 

Balance 

$ 213 

17,521 

47,389 

3,521 

63,803 

1,698,060 

(8,510) 

1,689,550 

13,665 

35,104 

$ 1,870,766 

Business-Type Activities 

Additions 

$ 3 

12,974 

4,551 

-

31,618 

-

-
-

1,146 

2,264 

$ 52,556 

Reductions 

$ (23) $ 

(14,105) 

(1,561) 

(1,470) 

(4,174) 

(35,355) 

751 
(34,604) 

-

(974) 

$ (56,911} $ 

Ending 

Balance 

• 193 

' 16,390 

50,379 

2,051 

91,247 

1,662,705 

(7,759) 

1,654,946 

14,811 

36,394 

1,866,411 

Due Within 

One Year, 

S 
7,580 

3,524 

1,045 

4,677 

56,845 

• 

56,845 

-

-

$ 73,671 

d. Defeasance of Debt 

As of June 30, 2006, principal amounts payable from escrow funds established for defeased bonds are as follows: 

Defeased Bonds 

Water Revenue Bonds, Series 1998 

Total Defeased Bonds Outstanding 

Balance 

$ 77,155 

$ 77,155 

7. DISCRETELY PRESENTED COMPONENT UNITS LONG-TERM DEBT (In Thousands) 

Discretely presented component units long-term debt as of June 30, 2006 is comprised as follows: 

San Dieao Convent ion Center Corporat ion 

Type of Obligation 

Compensated Absences 

Capital Lease 

Note Payable to San Diego 

Unified Port District, dated 1999 

Toial Long-Term Liabilities 

Interest Rate 

0.00% 

Fiscal Year 
Maturity Date 

2011 

Original Amount 

3,942 

10,000 

Balance 
Outstanding 

June 30,2006 

$ 1,121 

3,662 

4,500 

9,283 

Due Within 
One Year 

$ 1,076 

706 

1,000 

2,782 
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Annual requirements to amortize long-term debt as of June 30, 2006, are as follows: 

Capital 
Fiscal Year 

2007 
2008 , 
2009 
2010 
2011 

Total 

Lease 
-. Amount 

$ 706 
755 
807 
863 
531 

$ 3,662 

Note Payable 
Fiscal Year 

2007 
2008 
2009 
2010 
2011 

Total 

Amount 

$ 1,000 
1,000 
1,000 
1,000 

500 

$ 4,500 

San Dieao Housing Commission 

Type of Obligation 

Compensated Absences 

Nole Payable to Bank ol America, 

daled Febmary 1985 

Note Payable lo Ciy of San Diego 

Redevelopment Agency, dated March 

1992 

Note Payable to Washington Mutual, 

dated June 1995 

Note Payable to State of California 

(RHCP) 

Note Payable lo Slate ol Califomia 

(RHCP) 

Nole Payable lo Stale of Caiifomia 

(CalHELP) 

Total Notes Payable 

• The interest rale as of June 30, 2006 was 4.31 % 

Interest Rate 

5,0-10.2% 

Fiscal Year 

Maturity Date 

2025 

Original Amount' 

3,789 

Balance Outstanding 

June 30,2005 

$ ' 1.391 

3,077 

Due Within One 
Year 

$ 1,391 

103 

0.0 

Variable* 

3.0 

0,0 

0.0 

2022 

2011 

2013 

2015 

2013 

696 

4,725 

3,149 

1,405 

704 

696 

3,672 

3,149 

1,405 

1,892 

.15,282 

169 

1,663 

Annual requirements to amortize such long-term debt as of, June 30, 2006 to maturity are as follows: 

Year Ending 
June 30 

2007 
2008 
2009 
2010 
2011 

2012-2016' 
2017-2021 
2022-2025 

Total 

Principal 
S 272 

289 
302 
314 

3,001 
7,211 

957 
1,545 

S 13,891 

Interest 
$ 313 

295 
283 
271 
257 

1,772 
312 
62 

S 3,565 
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8. SHORT-TERM NOTES PAYABLE (In Thousands) 

The City issues Tax and Revenue Anticipation Notes (TRANs) in advance of property tax collections, depositing the 

proceeds into the General Fund, These notes are necessary to meet the cash requirements of the City prior to the 

receipt of property taxes. 

Short-term debt activity for the year ended June 30, 2006, was as follows: 

Beginning Balance Additions • Reductions Ending Balance 

Tax and Revenue Anticipation Notes $ - $ 145,000 $ (145,000) 

The $145,000 FY06 TRANs issue had an average interest rate of 3.19% and was repaid on May 31, 2006. 
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9. JOINT VENTURE and JOINTLY GOVERNED ORGANIZATIONS {In Thousands) 

• San Dieoo Medical Services Enterprise, LLC 

A joint venture is a legal entity or other organization that results from a contractual arrangement and that is owned, 

operated, or governed by two or more participants as a separate and specific activity subject to joint control. San 

Diego Medical Services Enterprise, LLC (SDMSE) is a joint venture that is reported within the General Fund. 

SDMSE was organized on May 2,1997 to provide emergency medical services and medical transportation services to • 

the citizens of San Diego, Operations began July 1, 1997 under an initial 5 year agreement that was extended on 

July 1, 2002 and again on July 1, 2005 for an additional three year period. The SDMSE partners are the City of San 

Diego and Rural Metro of San Diego, Inc., a wholly owned subsidiary of Rural Metro Corporation (a publicly traded • 

corporation). The SDMSE governing board is comprised of five members, three of whom are appointed by the City. In 

accordance with GASB 14, the financia! impacts of the joint venture are reported in the General Fund. 

The maximum funds which the City is required to contribute to the costs of SDMSE operations are limited to an 

aggregate of $8,450 during the term of the third amended agreement. This aggregate includes a $650 annual subsidy 

and any other amounts to be paid to the City since 1997 under the original contract, and any losses the City is required 

to cover under the extended contract, excluding, any amount the City contributes for Medicare fee reimbursements. 

Cumulatively, the City has paid annual subsidies-totaling $5,700 as of June 30, 2006. Effective in fiscal year 2006, the 

City is no longer required to pay the $650 annual subsidy and the Medicare fee reimbursements shall not exceed $250 

per fiscal year. Net assets of SDMSE are pro-rated to each partner based on a 50/50 split. In accordance with the 

operating agreement, profit and loss for each fiscal year is allocated equally to the members, subject to an aggregate 

limitation on loss to the City of $8,450 (equal to the amount of subsidies discussed above). For the fiscal year ended 

June 30, 2006, SDMSE reported a net income of $1,499, a member distribution of $455, and ending net assets of 

$4,127. 

Under the terms of an operating agreement between Rural/Metro of San Diego, Inc. and SDMSE, Rural/Metro of San 

Diego, Inc. has made available a line-of-credit in the initial amount of $3,500 bearing an interest rate of 9.5%. SDMSE 

did not have an outstanding balance, nor did it borrow on the line-of-credit at June 30, 2006. 

Complete financia! statements can be requested from San Diego Medical Services Enterprise, LLC, 8401 East Indian 

School Rd., Scottsdale, Arizona 85251. 

San Dieoo Workforce Partnership 

The City of San Diego and the County of San Diego jointly govern the San Diego Workforce Partnership (Consortium). 

The Consortium's Board of Directors consists of two members of the City Council, two members from the County 

Board of Supervisors, and one member of a charitable organization. The purpose of the Consortium is to provide 

regional employment and training services in order to develop and create job opportunities throughout San Diego 

County. 

San Diego Geographic information Source (SanGIS) 

SanGIS was created in July 1997 as a joint powers agreement between the City of San Diego and the County of San 

. Diego. SanGIS objectives are to create and maintain a geographic information system, marketing and licensing 

compiled digital geographic data and software, providing technical services and publishing geographical and land-

related information. 
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10. LEASE COMMITMENTS (In Thousands) 

The City leases various properties and equipment. Leased property having elements of ownership are recorded as 

capital leases and reported as capital assets in the government-wide financial statements, along with a corresponding 

capital lease obligation. Leased property that does not have elements of ownership is reported as an operating lease 

and is expensed when paid. 

Operating Leases 

The .City's operating leases consist primarily of rental property occupied by City departments. The fotlowing is a 

schedule of future minimum rental payments required under operating leases entered into by the City for property that 

has initial or remaining non-cancelable lease terms in excess of one year as of June 30, 2006: 

Year Ended 

June 30 Amount 

2007 

2008 

2009 

2010 

2011 

2012-2016 

2017-2021 

2022-2026 

Tolal 

$ 

$ 

11,699 

11,167 

11,396 

11,078 

10,524 

27,442 

245 

147 

83,698 

Rent expense as related to operating leases was $12,259 for the year ended June 30, 2006. 

Capital Leases 

The City has entered into various capital leases for equipment, vehicles and property. These capita! leases have 

maturity dates ranging from July 1, 2006 through November 30, 2014, and interest rates ranging from 2.57% to 7.94%. 

A schedule of future minimum lease payments under capital leases as of June 30,2006 is provided in Notes 5 and 6. 

The value of all capital leased assets as of June 30, 2006 for govemmental assets is $32,850, net of accumulated 

depreciation of $79,249 and business-type assets of $12,619 net of accumulated depreciation of $12,761. 
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Lease Revenues 

The City h*as operating leases for certain land, buildings and facilities with tenants and concessionaires. Leased capital 

asset carrying values of approximately $45,672 as well as depreciation are reported in Note 4-and are consolidated 

with non-leased assets. Minimum annual lease revenues are reported in the following schedule: 

Year Ended 

June 30 Amount 

2007 

2008 

2009 

2010 

2011 

2012-2016 

2017-2021 

2022-2026 

2027-2031 

2032-2036 

2037-2041 

2042-2046 

2047-2051 

2052-2056 

2057-2061 , -

Total 

$ 28,540 

27,262 

26,661 

26,026 

25,767 • 

121,799 

110,250 

103,007 

• . 97,531 

87,577 

80,145 . 

69,584 

32,968 

6,958 

" 2,375 

S 846,450 

This amount does not indude contingent rentals which may be received under certain leases of-property on the basis 

of percentage returns. Rental income as related'to operating leases was $72,822 for the year ended June 30, 2006 

which includes contingent rentals amounting to $44,900. 

11. DEFERRED COMPENSATION P U N (In Thousands)^ 

The City, San Diego Convention Center Corporation (SDCCC), San Diego Data Processing Corporation (SDDPC), and 

San Diego Housing Commission (SDHC) each offer their employees a deferred' compensation plan, created in 

accordance with Intemal'Revenue Service Code Section 457, State and Local Government Deferred Compensation 

Plans. These plans, available to eligible employees, permit them to defer, pre-tax, a portion of their salary until future 

years. Deferred compensation is not available to .employees until termination, retirement, death, disability or an 

unforeseeable emergency. All assets and income of the deferred compensation plan are held in trust for the exclusive 

benefit of plan participants and their beneficiaries. The deferred compensation plans are not considered part of the 

City of San Diego's financial reporting entity. 
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12. , PENSION PLANS {In Thousands} 

The City has a defined benefit pension plan and various defined contribution pension plans covering substantially all of 
its employees. 

DEFINED BENEFIT PLAN 

a. Plan Description 

San Diego Cily Employees' Retirement System ("SDCERS"), as authorized by Article IX of the City Charter, is a 
public employee retirement system established in fiscal year 1927 by the City. SDCERS is an agent multiple-
employer defined benefit public pension plan and acts as a common investment and administrative agent for the 
Cily, the San Diego Unified Port District (the "Port"), and the San Diego County Regional Airport Authority (the 
"Airport"). It is administered by the SDCERS Board jthe "Board") to provide retirement, disability, death and 
survivor benefits for its members. Amendments to the City's benefit provisions require City Council approval as 
well as a majority vote by members, provided that benefit increases aiso require a majority vote of the public 
(effective January 1,2007). Alt approved benefit changes are codified in the City's Municipal Code. 

The Defined Benefit Plan (the Plan) covers all eligible employees of the City, the Port, and the Airport. All City 
employees working half-time or greater and full-time employees of the Port and the Airport, are eligible for 
membership and are required to join SDCERS, The Port and Airport are not component units of the City CAFR, 
however, and the information herein relates solely to the City's participation in SDCERS. City employment 
classes participating in the Plan are elected officers, general and safety (including police, fire and lifeguard 
members). These classes are represented by various unions depending on the type and nature of work 
performed, except for elected officials, unclassified and unrepresented employees. 

Plan'Membership as of June 30, 2006 

Active Members 

Terminated Members 
Retirees, Disabled and 
Beneficiaries 

Total Members, as of 
June 30,2006 

General 

6,409 

1,983 

3,800 

12,192 

Safety 

2,478 

. 376 

2,601 

5,455 

Total by 
Classification 

8,887 

2,359 

6,401 

17,647 

Source: SDCERS-City of San Diego Actuarial Valuation as of June 30,2006 

As a defined benefit plan, retirement benefits are determined primarily by a member's class, age at retirement, 
number of years of creditable service, and-the member's final compensation based on the highest salary earned 
over a consecutive one-year period. The Plan provides cost of living adjustments of 2% to retirees, which is 
factored into'the actuarial assumptions. Increases in retirement benefits due to cost of living adjustments do not 
require voter approval. The Plan requires ten years of service at age 62, or 20 years of service at age 55 for 
general members (50 for safety members), which could include certain service purchased or service earned at a 
reciprocating government entity, to vest for a benefit. Typically, retirement benefits are awarded at a rate of 2.5% 
of the employee's one-year high annual salary per year of service at age 55 for generai members, and 3% for 
Safety members starting at the age of 50. The actual percentage of final average salary per year served 
component of the calculation rises as the employee's retirement age increases and depends on the retirement 
option selected by the employee. General plan percentage of final average salary per year served is a maximum 
of 2.8% for general members and 3% for safety members. 
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Deferred Retirement Option Program (DROP) . 

The City also has a Deferred Retirement Option Program (DROP) where participants continue to work for the City 
and receive a regular paycheck. SDCERS' members electing to participate in DROP must agree to participate in 
the program for a specific period, up to a maximum of five years. A DROP participant must agree to end 
employment with the City on or before the end of the selected DROP participation period. A SDCERS member's 
decision to enter DROP is irrevocable. 

Upon entering the program, the DROP participant stops making contributions to' SDCERS and stops earning 
creditable service. Instead, amounts equivalent to the participant's retirement benefit plus 8% earnings and 
additional contributions are credited to an individual account held in the participant's name. The DROP benefit is 
the. value of a DROP participant's account at the end of the DROP participation period. Participants select the 
form of the distribution of the DROP account when they leave employment and begin retirement. The distribution 
is made as a single lump sum or in 240 equal monthly payments, or as otherwise allowed by applicable provisions 
of the Internal Revenue Code. Outstanding liabilitiesfor DROP are shown on the Statement of Fiduciary Net 
Assets in the basic financiai statements. During the period of participation, the participant continues to receive 
most of the employer offered benefits available to regular employees. 

SDCERS' members who were hired on or after July 1, 2005 are ineligible to participate in the DROP program due 
to the benefit changes negotiated with the July 1, 2005 Memoranda of Understanding (MOU). However, SDCERS 
has asserted that due to delays in codification of benefit changes into the Municipal Code, the effective cut off 
date would instead be Febmary 16, 2007, which is when the Ordinance 0-19567 was officially codified in the 
Municipal Code. As of the issuance of this report, the City Attorney and SDCERS legal counsel do not agree on 
this issue and the Municipal Code states July 1, 2005 as .the effective date [refer to Note 18 for additional 
information]. Notwithstanding amendments to the municipal code, SDCERS' members who were hired prior to 
July 1,2005 are eligible to participate in DROP when they are eligible for a service retirement. 

Purchase of Service Credits 

Article 4 Division 13 of the City's Municipal Code allows plan members to purchase years of Creditable Service for 
use in' determining retirement allowances. To purchase Creditable Service, a Member must elect to pay and 
thereafter pay, in accordance with such election before retirement, into the Retirement Fund an amount, including 
interest, determined by the Board, No Member will receive Creditable Service under this Division for any service 
for which payment'has not been completed pursuant to this Division before the effective date of the Member's 
retirement. The City Attomey has opined that in the past, the Purchase of Service Credits were under priced by 
the Board of Administration. After review of the purchase of service program, SDCERS' actuary concluded thai 
the service credit pricing structure that was in place prior lo November 2003 did not reflect the full cost in the price 
then charged to SDCERS members. The pricing shortfall of approximately $146,000, which is included in the 
UAAL, is reported in the RSI of these financial statements. The service credit pricing structure used after 

• November 2003, however, does cover the full projected cost to the System when members purchased the service 
credits (this is discussed in Note 18: Contingencies), 

SDCERS' members who were hired on or after July 1, 2005 are ineligible to participate in the Purchase of Service 
Credit program due to the benefit changes negotiated with the July 1, 2005 Memoranda of Understanding (MOU). 
However, SDCERS has asserted that due to delays in codification of benefit changes into the municipal code, the 
effective cut off date would instead be February 16, 2007, which is when the Ordinance 0-19567 was officially 
codified in the Municipal Code. As of the issuance of this report, the City Attomey and SDCERS legal counsel do 
not agree on this issue and the Municipal Code states July 1, 2005 as the effective date [refer to Note 18 for 
additional information], Notwithstanding amendments to the municipal code, SDCERS' members who were hired 
prior to July .1, 2005 are eligible to participate the Purchase of Service Credit Program. 

Corbet! Settlemenl Benefils and Retirement Factors 

In 1998, a lawsuit was filed by retired employees who alleged that the City's definition of compensation subject to 
the computation of retirement benefits improperly excluded the value of certain earnings. The City and SDCERS 
settled in May of 2000, which is known as the Corbett Settlement. This settlement provided for a flat increase of 
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7% in benefits payable to eligible members who retired priorto July 1, 2000, payable annually. The settlement 
also provided a 10% benefit increase and allows for two options in calculating the service retirement allowance for 
employees active at the time of the settlement and who joined the Retiremerit System before July 1, 2000 and 
who retired after Juty 1,2000. • . 

The options for calculating the service retirement allowance are outlined in the San Diego Municipal Code 
sections 24.0402 and 24.0403 which can be obtained al City of San Diego City Clerks Office 202 C Street, San 
Dieqo', CA 92101 or online at www.sandieQO.Qov. 

On July 1, 2002 the City Council increased the retirement factors used for calculating retirement allowances; this 
action was related to MP-2 (as discussed later in this note). As a result of the Corbett Settlement and other benefit 
actions taken by the City Council, the service retirement factors for general members (non-safety and non-
legislative) range from 2.0% at age 55 to 2.8% at age 65. The service retirement factors for Safety Members (Fire, 
Police and Lifeguard) range from 2,2% at age 50 to 3.0% at age 50 depending on the Corbett Settlement option 
selected. Finally, the City also maintains an Elected Officer's Retirement Plan where members are eligible to 
receive 3,5% of their final average salary per year of creditable service. Depending on the number.of years 
serviced, participants of the Elected Officer's Retirement plan can retire earlier than the age of 55, however, their 
retirement allowance is reduced by 2.0% for each year under the age of 55. 

Preservation of Benefit Plan 

On March 19, 2001, the City Council adopted Ordinance O-l 8930, adding SDMC sections 24.1601 through 
24.1608, establishing the Preservation of Benefit Plan (POB Plan). The POB Plan is a qualified governmental 
excess benefit arrangement (QEBA) under Internal Revenue Code (IRC) section 415(m), which was created by 

' Congress to allow the payment of promised pension benefits that exceed the IRC section 415(b) limits (and 
• therefore cannot be paid from a qualified retirement pian), As provided, in SDMC section 24.1606, and required 

by federal tax law, the POB Plan is unfunded within the meaning of the federal tax laws. The City may not pre-
fund the POB Plan to cover future liabilities beyond the current year as it can with an IRC section 401(a) pension 
plan. SDCERS has established procedures to pay for these benefits on a pay-as-you-go basis. Currently, 
SDCERS is participating in a Voluntary Correction Program with the IRS concerning the POB plan (refer lo Note 
18: Contingencies for additional information). As of issuance of this report,-actuarial liabilities related to retired 
member benefits that exceeded §415 limits are included in the RSI for the City's core pension plan for valuation 
years up to and including fiscal year 2005. In the fiscal year 2006 actuarial valuation, the estimated actuarial 
accrued liability related to excess benefits for eligible active members of the system, amounting lo approximately 
$22,800, was removed from the plan's Actuarial Liabilities (this liability is estimated to be approximately $30,400 
in the fiscal year 2007 actuarial valuation). Additionally, the liability for retired members of the POB Plan, 
amounting to approximately $6,400, has been excluded from the fiscal year 2007 actuarial valuation. Estimates 
related to the actuarial liability for benefits that exceed IRS §415 limits were calculated using actuarial 
assumptions consistent with those used to perform actuarial valuations for the City's core pension plan and also • 
pursuant to the Compliance Statement, dated December 20, 2007, and Tax Determination Letter provided by the 
IRS during Voluntary Correction Program discussions. 

The most current estimates related io. the Preservation of Benefit plan are that approximately 58 beneficiaries 
have received benefits of approximately $2,900 in excess of IRC §415 limits through June 30, 2006; an additional 
approximate $900 in benefits were paid in the fiscal year ending June 30, 2007 for an estimated cumulative 
overpayment of $3,800. No additional plan payments or repayments are required as a resull of the Compliance 
Statement. The number of plan participants, in any given year, for the Preservation of Benefit Plan is determined 
by the number of plan participants who exceed the current year's IRS §415(b) limitations as calculated by 
SDCERS' actuary. The maximum limit for the calendar year 2006 was $175 (calendar year 2008 limit is $185} and 
is adjusted downward depending on the age of the participant when benefits began. 

Charter Amendment 

On November 7]-2006, the citizens approved an amendment to Article 9, Section 143 of the City's Charter, 
requiring voter approval of certain increases in retirement system benefits for pubiic employees. Specifically, this 
amendment requires a majority approval of any ordinance that amends the City's retirement system by increasing 
the benefits of any employee. 
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• Additional details of retirement benefits can be obtained from SDCERS. SDCERS is considered part of the City of 
San Diego's financial reporting entity and is reported as a pension trust fund. SDCERS issues stand-alone 
financiat statements which are available al its office located at 401 West A Street, Suite 400, San Diego, California 
92101. 

b. Summarv of Significant Accounting Policies - Pension 

Basis of Accounting • The pension trust fund uses the economic resources measurement focus and the accrual. 
basis of accounting. Contributions are recognized as additions in the period in which the contributions are due and 
a formal commitment to provide the contributions has been made. Benefits and refunds are recognized when due 
and payable in accordance with the Plan. 

Method Used to Value Investments - SDCERS investments are stated at fair value. The SDCERS custodial agent 
provides market values of invested assets with the exception of the fair value of directly owned real estate assets 
which are provided by the responsibie investment manager and independent third party appraisal firms. 
Investment income is recognized in accordance with GASB 25 and is stated net of investment management fees 
and related expenses. 

c. Contributions and Reserves • Disclosure Related to Long - Term Contracts and Other Agreements 

Funding Contracts: MP-1 and MP-2 

The City employer contributions for fiscal years 1996 - 2003 were not based on the full actuarial rates. Instead, 
employer contributions were less than the full actuarial rates in accordance with an agreement between the City 
and SDCERS, commonly referred to as Manager's Proposal 1 (MP-1). MP-1 provided that the City would make 
annual payments according lo a contractually fixed formula of increasing percentages of total payroll instead of 

•annual payments based on the annually required contribution (ARC) rates determined by the actuary. This 
agreement was subjecl to an actuarially determined funding raiio'("the trigger") of 82.3%. In the event the trigger 
was reached, the City would be required lo make a lump sum payment to return the system to the funding ratio of. 
82.3%. The funding provision established by MP-1 was to be effective until fiscal year 2007, at which time, the 
City's contribution would return to the full ARC rate determined by the actuary. In the opinion of Kroll (a 
professional consulting firm engaged by the City to act in the capacity of an Audit Committee) and the City 
Attorney, the funding mechanism of MP-1 was illegal in violation of the City Charter and the State Constitution. 

In 2002, a second agreement between the City and SDCERS was ratified; this agreement subsequently became 
known as Manager's Proposal 2 (MP-2). MP-2 modified MP-1 principally by allowing the City to avoid a balloon 
payment if the trigger was reached. Instead, MP-2 allowed the City to increase its funding unti! the full ARC was 
reached. This provision of MP-2 required that funding be increased over a five year period. In the opinion of Kroll 
and the City Attomey, the funding mechanism of MP-2 was illegal in violation of the City Charter and the State 
Constitution. 

The actuarial valuation as of June 30, 2002, received in January 2003, which applies to contributions made in 
fiscal year 2004, reported the funded ratio to be 77.3%, thus the trigger had been breached, As a result, the City 
paid the increased contribution rates (which were less than the full actuarial rates) as required by MP-2 in the next 
fiscal year (fiscal year ended June 30, 2004). MP-1 and MP -2 are no longer in effect due to the Gleason 
settlement (see the section titled "Funding Commitments Related to Legal Settiements' in this Note). 

• A discussion of funding levels can be found in the Funding Policy and Annual Pension Cost section of this note. 

Funding Contracts: Union Agreements 

The City has historically picked up a portion of the employee's retirement contributions. The fiscal year 2006 
MOUs and (he changes to cunent and future employee benefils therein were introduced to Council in November, 
2006, and the changes in benefit eligibility were approved by Council Resolution 300600. 
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The agreemenl in the MOUs (agreements with the police union were not reached) was to reduce the amount of 
individual employees' pension contributions which are paid for by the City, effective fiscal year 2006. The 
agreements with labor unions resulted in the reduction of City "pick-up" of the employee pension contribution by 
3% for the Municipal Employees' Association (MEA), the International Association of Fire Fighters Loca! 145, and 
the Deputy City Attorney Association (DCAA) and a unilaterally imposed reduction of 3.2% for the San- Diego 
Police Officers Association (POA). in addition, the American Federation of State and County Municipal 

• Employees (AFSCME) Local 127 negotiated a 1.9% salary reduction in lieu of a City "pick up" contribution 
reduction and a benefit freeze. 

The agreements with the bargaining units explicitly indicate that savings to the City must be used to help address 
its Unfunded Actuarial Accrued Liability (UAAL) within the timeframe of the respective contracts. The labor 
contract with Local 127 states that "By June 30, 2008, if the City has not dedicated a total of $600,000 or more to 
the UAAL reduction, including the amount received by leveraging employee salary reduction and pension 
conlribution monies, the AFSCME salary reduction monies with interest will revert to SDCERS Employee 
Contribution Rate Reserve for benefit of Local 127 unit members to defray employee pension contributions.'' The 
City will be excused from meeting the above obligation if the funded ratio reaches 100% by June 30,2008. 

In June.2006, the City leveraged a portion of the employee pick up savings by contributing $90,800 from 
securitization of future tobacco settlement revenues, $9,200 of current tobacco settlement revenues, and $8,300 
from the remaining balance in the employee "pick-up" amount as part of meeting its negotiated commitment. The 
$100,000 payment in excess of the ARC from tobacco settlement revenues is 100% backed by general fund 

; revenues, and therefore, was directly allocated to reduce the NPO of the general fund only. The additional 
contribution of $8,300 in excess of the ARC, however, was allocated Citywide as a reduction to the NPO. In June 
2007, the City contributed approximately $7,000 in addition to the ARC, from the savings of the employee "pick
up" reduction. (These agreements are also discussed in the Subsequent Events Note 22). A financing option to 
generate additional funding is currently being pursued. As of issuance of this report, it appears the City will nol be 
able to meet the outstanding commitment by June 30, 2008 in its entirety. As such, the salary reduction monies, 

• with interest, will likely revert to the employee contribution rate reserve as stated in the MOU with the Local 127 
bargaining unit. 

Funding Commitments Related to Legal Settiements 

Subsequent to the adoption of MP-2, the City settled a class action lawsuit regarding alleged breaches of fiduciary 
duty and law regarding the City's underfunding of the pension system resulting from the adoption of MP-1 and 
MP-2. The Gleason Settlement Agreement addressed the issues raised regarding the City's underfunding of the 
pension system by imposing the following requirements on the City for fiscal years 2005 through 2008; 

1. Contribute $130,000 in fiscal year 2005. * 
2. Pay its full ARC beginning fiscal year 2006. 
3. Repeal Municipa! Code Sections that legitimized the City's contribution obligations related to MP-2. 
4. Provide a total of $375,000 of real property as collateral for payments required via the Gleason 

Settlement Agreement. 

* The City's Gleason Settlement required contribution of $130,000 in fiscal year 2005 was paid prior to 
the execution of the agreement on July 7, 2005, and therefore, was omitted from the final agreement. 

The Gleason Settlement also stipulated that certain actuarial assumptions be fixed, notably, that the amortization 
period was reset to a 29-year closed commencing with the June 30, 2004 Annual Actuarial Valuation. These 
assumptions were to remain in place for the duration of the settlement. On July 1, 2004, the City made the 
Gleason Settlement required contribution of $130,000 for fiscal year 2005 in addition to providing real property 
lotaling $375,000 as collateral to be returned in annuai installments of $125,000. On July 1,2005, the City made 
the annually required contribution of $163,000 for fiscal year 2006. Additionally, the City made a contribution in 
excess of the ARC in the amount of $108,300 on June 30, 2006. On July 3, 2006 the City made its full annually 
required contribution of $162,000 as well as an additional $7,000 contribution in excess of the ARC for fiscal year 
2007 and on July 1,2007, the City made its full annually required contribution of.$137,700 as well as an additional 
$27,300 contribution in excess of the.ARC for fiscal year 2008. The final installment of $125,000 of real property 
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collateral was returned to the City on November 9,2007. 

The annual required contributions for fiscal years 2005, 2006, and 2007 did not include the effecls of the Corbett 
settlement because the SDCERS' Board viewed those benefits as contingent (seesection a. for a description of 
the Corbett Settlement). Subsequent to those paymenls, the City determined that the Corbett Settlement liabilities 
are not contingent. As a result, fhe ARC for financial reporting was restated from the original ARC calculated by 
SDCERS' actuary to include Corbett Settlement liabilities. As a result, the City's NPO includes the effects of the 
Corbett Settlement. 

In September 2006, the City entered into a settlement of McGuigan v. City of San Diego (the "McGuigan 
Settlement'') related to the underfunding by the City of the pension system. This agreemenl stipulated that the City 
pay $173,000 plus interest on amounts outstanding to SDCERS over a period of 5 years. An additional 

• requirement of the McGuigan Settlement is that the City provides SDCERS real property collateral totaling 
$100,000 (Non-Depreciable Capital Assets -: Land). These amounts are in addition to those required by the 
Gleason Settlement and are to be returned upon the full payment of the settlement. 

As of the issuance of this report, the City has provided the real property collateral in addition to approximately 
'$115,400 of additional payments to SDCERS, in an attempt to meet the terms, of the McGuigan Settlement. The 
McGuigan Settlement was partially funded through the securitization of future tobacco revenue, transfers of actual 
tobacco revenue receipts, and additional employee "pick up" savings. This contribution is further discussed in the 
Funding Contracts: Union Agreements section above. 

In January, 2006, the City reached a settlement on a separate civil action captioned: Newsome v. City of San 
. Diego Retirement System, City of San Diego (the "Newsome SeltiemenC). As part of this settlement, the plaintiff 

has agreed to dismiss the lawsuit if the City provides an additional $100,000 in funding over five years lo 
SDCERS or, the funding ratio of the City's retirement plan returns to 82.3%. The amounts stipulated in the 
Newsome settlement are in addition to the amount stipulated in the settlement of Hie McGuigan Settlement. Under 
the Newsome Settlement, if the City does not "provide the additional funding, the plaintiff then has the right to re
file the lawsuit after giving the City 60 days notice. 

d. Funding Policv and Contribution Rates 

City Charter Article IX Section'143 requires employees and employers lo contribute to the retirement plan. The 
Charter section, which was amended in fiscal year 2005, stipulates (hat funding obligations of the City shall be 
determined by the Board of SDCERS and are not subject to modification by the City. The section also stipulates 
that under no circumstances, may the City, and Board enler into any multi-year funding agreements that delay full 
funding of the retirement plan. The Charter requires that employer contributions be substantially equal to 
employee contributions (SDCERS' legal counsel has opined that this requirement applies to the normal cosl 
contribution only). Pursuant to the Charter, City employer contribution rates, adjusted for payment at the 
beginning of the year, are actuarially determined rates and are expressed as a fixed annual required contribution 
as well as percentages of annual covered payroll. The entire expense of SDCERS' administration is charged 
against the earnings and plan assets of SDCERS. 
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The following table shows the City's contribution rates for fiscal year 2006, based on the valuation ending June 
30,2004, expressed as percentages of active payroll: 

Employer Contribution Rates 

Normal Cost* 

Amortization Paymenl* 

Normal Cost Adjusled for Amortization Payment* 

City Contribution Rates Adjusted for Payment al tbe 
Beginning ofthe Year 

General Members 

10.74% 

10.39% 

21.13% 

20.33% 

Safety Members 

19.2.1% 

21.76% 

40.97% 

39.42% 

" Rales assume Ihat coniribuiions are made uniformly during the Plan year. 

Normal Cosl = The acluarial present value of pension plan benefils allocated lo Ihe currenl year by the actuarial cosl 

melhod. 

Amortization Payment = That portion of Ihe pension plan contribution which is designed lo pay interesl on and to 

amortize Ihe unfunded actuarial accrued liability. 

Members are required to contribute a percentage of their annua! salary to the Plan on a biweekly basis. Rates 
vary according to entry age. For fiscal year 2006, the City employee contribution rales as a percentage of annual 
covered payroll, averaged 10.57% for general members and 12.88% for safety members. A portion of the 
employee's share, depending on the employee's member class, is paid by the City. The amount paid by the City 
ranges from 4.61% to 7.61% of covered payroll for general members. Of this; 1.6% came from the retirement 
fund employee rate reserve, and the remainder of the pick up was paid by the City. The rate for safety plan 
members ranges from 7.47% to 7.71%. Of this, 2.7% came from the retirement fund employee rate reserve and 
the remainder of the pick up was paid by the City. On June 30, 2006, the employee rate reserve was depleted, 
after which employees began to pay for the difference. All future employee contributions paid by the City will be 
made from the City's operating budget. The amount paid on behalf of the employees has been renegotiated 
through the meel and confer process and reduced the amount of the employee contribution paid for by the City. 
In accordance with agreements with the labor unions, any and all savings realized by these agreements must be 
set aside and ultimately leveraged to reduce the pension system's UAAL. 

Under SDMC Sections 24.1501 and 24.1502, an annual calculalion is required to determine the Annual Realized 
Investment Earnings ("Realized Earnings") of SDCERS' pension assets. In accordance with these SDMC 
sections/an annual distribution of these Realized Earnings, in priority order, takes place. The Realized Earnings 
are distributed lo various SDCERS system reserves, SDCERS budget, and contingent benefits, The order of 
distribution and a more detailed discussion of each distribution follows: First, realized earnings are used to credit 
interest, at a rate determined by the SDCERS Board, which is currently 8%, to the Employer and Employee 
Contribution Reserves (these reserves increase Plan assets to fund the Plan liabilities for defined benefils), and 
Deferred Retirement Option Pian ("DROP") member accounts as well as funding the SDCERS Annua! Budget 
(DROP and Budget disbursements decrease Plan assets), If earnings still remain, they are distributed for 
supplemental or contingent payments or transfers to reserves. These items include in a priority order: 1) Annual 
Supplement Benefit Payment ("13th Check") paid to retirees generally equal to approximately $30 (whole dollars) 
times the number of years of employment and paid only when there are sufficient annual Realized Earnings. 2) 
Corbett Settlement Payment paid to retirees who terminated employment prior to July 1, 2000 (In spite of costs 
being included in the ARC for the Actuarial Valuation dated June 30,2006), Corbett Settlement payments not paid 
in any one year accrue to the next year and remain an obligation of SDCERS until paid). 3} Crediting interest to 
the Reserve for Supplemental Cosl of Living Adjustment ("COLA"). After the above noted distribution, any 
remaining Realized Earnings are transferred to the Employer Contribution Reserve which increases system 
assets. Beginning in fiscal year 2006 actuarial valuation, the liabilities related to the 13lh Check and Corbett 
Settlemenl Payments are included in the calculation of actuarial liabilities and are reflected in the ARC. 

Paying supplemental or contingent payments out of Realized Earnings decreases system assets, This has the 
effect of increasing the UAAL and thereby decreasing the funded ratio. Another related impact is on the net return 
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on system assets which is negatively impacted when earnings are diverted from system assets. The City 
recognizes SDMC Section 24.1502's negative impact to the UAAL and funded ratio; however, in order to eliminate 
the use of surplus undistributed earnings as described above, changes to the municipa! code are necessary. To 
date these changes have not been codified as the result of disagreements over the effect Municipa! Code 
amendments proposed by the City Attorney will have on benefits and whether such amendments are compliant 
with previous legal settlements. 

Beginning in fiscal year 2005 when the reserve fund for.healthcare benefits was depleted, the City funded the 
remaining retiree health benefits expense for fiscal year 2005 and the expenses for fiscal years 2006 and 2007 by 
transferring from the genera! and non-general funds into the retiree healthcare trust fund (discussed further in 
Note 13). 

In November 2004, voters changed the City Charter and the mix of Board members requiring that a majority of the 
Board be independent of the City. Also, the. Charter now requires that a 15-year amortization period be used for 
the UAAL beginning in fiscal year 2009; however, the SDCERS Board, in conjunction with the actuary, is currently 
using a 20-year amortization period with no negative amortization and has taken the position that it is legally 
responsible for establishing the valuation parameters, including the amortization period, Given the size of the 
City's current Unfunded Actuarially Accrued Liability, a change to a 15-year amortization schedule could have a, 
significant impact on future annually required coniributions. In the fiscal year 2006 valuation, the use of a 15-year 
amortization assumption would have increased the ARC by approximately 21%. 

e. Annual Pension Cost and Net Pension Obligation 

Annual Pension Costs 

The normal cost (i.e. (he acluarial present value of pension plan benefits allocated to the current year) and the 
UAAL amortization cost (i.e. the portion of the pension plan payment designed to amortize the UAAL) were 
determined using the Projected Unit Credit (PUC) actuarial funding method. The following are the principal 
actuarial assumptions used for the 2004. valuation (additional assumptions were used regarding a variety of other 
factors): 

(a) An 8.0% investment rate of return, net of administrative expenses." 
(b) Projected salary increases of at least 4.75% per year." 
(c) An assumed annua! cost-of-living adjustment that is generally 2% per annum and compounded. In 

addition, there is a closed group of special safety officers whose annual adjustment is equal to inflation 
(4.25% per year). 

"Both (a) and (b) included an inflation rate of 4.25%. 

The actuarial value of a'ssets was determined using techniques that smooth the effects of short-term volatility in 
the market value of investments over a five-year period. In fiscal year 2007, the SDCERS Board approved the 
decision to begin the implementation of the actuary's recommendation to adopt a different asset smoothing 
method by marking the actuarial value of assets to market value in the fiscal year 2006 actuarial valuation. The 
method used by the actuary in fiscal year 2005 was not a commonly used method. The expected asset value 
asset smoothing method will commence with the fiscal year 2007 valuation. The UAAL for funding purposes, 
pursuant to the Gleason Settlement, is being amortized over a fixed 30-year period for the fiscal years 2006, 
2007, and 2008. As of June 30,2004, the valuation year used to compute the fiscal year 2006 annually required 
contribution, there were 29 years remaining in the amortization period. For valuations effective June 30 2008, 
SDCERS' Board of Administration decided to use a 20-year amortization schedule. Beginning with the valuation 
dated June 30, 2007, the normal cosl and UAAL amortization cost will be determined using the Entry Age Norma! 
actuarial method, the result of which will cause the UAAL to increase by $252,200 in fiscal year 2009. 
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The following table shows the City's annual pension cost ("APC") and the percentage of APC contributed for the 
fiscal year ended June 30,2006 and two preceding years (in thousands): 

Fiscal Year Ended 

June 30 

2004 

2005 

2006 

$ 
APC 

138,488 

179,743 

175,879 

Percentage 

Contributed 

49.83% 

67.92% 

154.28% 

Net Pension Obligation 

$ 232,536 

290,190 

194,720 

Net Pension Obligation 

Net Pension Obligation (NPO) is the cumulative difference, since the effective date of GASB 27 (fiscal year 1998), 
between the annual pension cost and the employer's contributions to the Plan. This includes the pension liability 
at transition (beginning pension liability) and excludes short term differences and unpaid contributions that have 
been converted to pension-related debt. As of June 30, 2006, the City's NPO is approximately $194,700 and is' 
reported in accordance with GASB 27. See table above. 

The change to NPO is derived by first calculating the City's Annual Required Contribution ("ARC7). The ARC is 
calculated by actuarially determining the cost of pension benefits accrued during'the year (normal cost) and 
adding to that the annual amount neededto amortize the UAAL (amortization cost) as reported by the actuary, in 
accordance with the amortization period and method selected. The ARC is Ihen increased by interest accruing on 
any outstanding NPO (NPO !nterest)'and then reduced by the amortization of the UAAL that is related to the NPO 
(ARC Adjustment). 

The following shows the calculation for NPO based on the actuarial information provided to the Cily (in 

thousands): 

ARC [Fiscal Year 2006] $ 170,072 

Contributions [Fiscal Year 2006] (271,349) 

Interest on NPO 23,228 

ARC Adjustment (17,421) 

Change in NPO (95,470) 

NPO Beginning of Year [Fiscal Year 2005] 290,190 

NPO End of Year [Fiscal Year 2006] $ 194,725" 

NPO Components related to Retiree Health 

The City's annual contribution to SDCERS pension trust fund, for the fiscal years ended June 30, 2005, 2004, and 
2003, included amounts that were contributed to the 401(h) Fund for healthcare benefits and are reported net of 
this contribution. Annual realized earnings,'as determined by the SDMC Sections 24.1501 and 24.1502, in the 
pension trust fund were withdrawn and used to offset the portion of the City's contribution that went to healthcare 
benefits instead of being retained in the pension trust fund. This funding mechanism is a violation of the Internal 
Revenue Code (IRC) Seclion 401(a). SDCERS hired counsel to make a filing to the IRS to correct this 
operational failure and potential IRC violation. (See Contingencies Nole 18 for additional disclosures). The 
amounts paid from the pension trust fund for healthcare benefits were approximately $7,900 in fiscal year 2005, 
$12,800 in fiscal year 2004, and $11,500 in fiscal year 2003. These payments have been removed from the City 
contribution amounts and resulted in an increase to the City's NPO. The cumulative impact, to the City's NPO 
related to the diversion of assets to fund retiree health is approximately $77,100. The City's contribution related to 
retiree health for the fiscal year 2006 was placed in a Retiree Health Trust Fund which is paid from the Cily's 
operating funds. (See Other Post Employment Benefits Note 13 for further details.) 

NPO Components related to Employee Offset Liabilities 

In fiscal year 1998, the City set aside $37,800 in funds from the pension trust fund's undistributed earnings to fund 
the Employee Contribution Rate Reserve, and in accordance with SDMC §24.1502, annually added 8% interest 
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earnings to this reserve. This employee contribution reserve was to pay for the City's share (pick up) of the 
employee's retirement conlribution. The amount of NPO related to the employee offset as of June 30, 2006 is 
$34,900. This reserve was depleted in fiscal year 2006. As noted in the Funding Contracts: Union Agreements 
section above, the agreements with labor unions resulted in the reduction of City "pick-up" of the employee 
pension contribution,' followed by employees paying for the contribution upon depletion of the reserve. 

NPO Components related to Corbett Settlement and Subsequent Benefit Increases 

The.City is amortizing the unfunded liability incurred as a result of the benefit increases pursuant to the Corbett 
Settlement. The City interprets GASB 27 to require that the amortization methods used in calculating funding for 
the Plan to be consisient with the method used to calculate Plan expense. Thus, the previous amortization 
method of 40 years open for expensing plan costs was found to be incorrect. The impact on the NPO related to 
Corbett as of June 30, 2006 is approximately $27'600. 

NPO Components related to the Under Funding of Plan Contributions 

As a result of the MP-1 and MP-2 funding contracts, the City's contributions for fiscal years 1996-2003 were less 
than the annual required contribution as determined by the actuary. The impacl on the NPO related to the under 
funding of plan contributions as of June 30, 2006 is approximately $55,120. 

f. Actions taken on behalf of the Citv to address Pension Liability and Net Pension Obligation 

As part of the agreements with the labor unions, several benefits were altered or eliminated for all employees 
hired on or after July 1, 2005, including the Deferred Retirement Option Plan (DROP), the IS"1 Check, the option 
to purchase years of service credits ("air-time"), and retiree healthcare benefits; however, the retirement formula 
generally remains 2.5% at 55 for genera! members and 3.0% at 50 for safety members. Also for employees hired . 
on or after July 1, 2005, it was agreed to establish a trust vehicle for a defined contribution plan to fund and 
determine retiree medical benefits. As of the issuance of this report, the employer/employee contributions for 
such a plan have nol been determined. The City has consolidated health care options to help manage the cost of 
health care for both current and retired employees, and as pari of the agreements with the labor unions, the new 
• definition of "health-eligible retiree" states that employees must have 10 years of service with the City to receive . 
100% of the retiree health benefil and five years of service to receive 50% of the retiree heallh benefil. ' 

In June 2006, the amount from labor concessions that was committed to address the pension's unfunded liability 
was $17,500 (general fund and non-general fund). The City has contributed $115,300 through the securitization 
of future tobacco revenue, transfers of actual tobacco revenue receipts, and additional employee "pick up" 
savings. This contribution is the same as that discussed in the Funding Contracts: Union Agreements section 
discussed preyiousiy. The contribution has created a reduction in the NPO infiscal year 2006. The City is also 
exploring other financing options as a means to eliminate its NPO and UAAL. 

DEFINED CONTRIBUTION PLANS 

a. Supplemental Pension Savinqs Plan - Crty 

Pursuant lo the City's withdrawal from the Federal Social Security System effective January 8, 1982, the City, 
established the Supplemental Pension Savings Pian ("SPSP"). Pursuant to the Federal Government's mandate of 
a Social Security Medicare tax for all employees not covered by Social Security hired on or after April 1,1986, the 
City eslablished the Supplemental Pension Savings Plan-Medicare ("SPSP-M"). The SPSP and SPSP-M Plans 
were merged into a single plan ("SPSP") on November 12,2004 for administrative simplification, without a change 
in benefits, Pursuant to the requirements of the Omnibus Budget Reconciliation Act of 1990 ("OBRA-gO") 
requiring employee coverage under a retirement system in lieu of coverage under the Federal Insurance 
Contributions Act ("PICA") effective July 1, 1991, the City established the Supplemental Pension Savings Plan-
Hourly ("SPSP-H"). These supplemental plans are defined contribution plans administered by Wachovia 
Corporation to provide pension benefits for eligible employees. There are no plan members who belong to an 
entity other than the City. In a defined contribution plan, benefits depend solely on amounts contributed to the ptan 
plus investment earnings, less investment losses. The City's general retirement members and lifeguard members 
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of the Cily's safety retirement members participate in the plan. Eligible employees may participate from the date of 
employment. 

The following table details plan participation as of June 30,2006: 

Plan Participants 
SPSP 8,672 

SPSP-H 4,173 

The SPSP Plan requires that both the employee and the City contribute an amount equal lo 3% of the employee's 
lotal salary each pay period. Participants in the Plan hired before July 1,1986 may voluntarily contribute up to an 
additional 4.5% and participants hired on or after July 1, 1986 may voluntarily contribute up to an additional 3.05% 
of tota! salary, with the City matching each. Hourly employees contribute 3.75% on a mandatory basis which is 
also matched by City contributions. 

Under the SPSP Plan, the City's contributions for each employee (and interest allocated to the employee's 
account) are fully vested after five years of continuous service at a rate of 20% for each year of service. Hourly 
employees are immediately 100% vested. The unvested portion of City contributions and interest forfeited by 
employees who leave employment before five years of service are used to reduce the City's cost. 

<• ' • . -

In fiscal year 2006, the City and the covered employees contributed approximately $24,622 and $25,528, 
respectively. As of June 30, 2006, the fair value of plan assets totaled approximately $478,984. SPSP is 
considered part of the City of San Diego's financial reporting entity and is reported as a pension and employee 
savings trust fund. 

b. 40100Plan -Citv 

The City established'a 401 (k) Plan-effective July 1, 1985. The 401 (k) Plan is a defined contribution pian 
administered by Wachovia Corporation to provide pension benefits for eligible employees. Employees are eligible 
to participate from dale of employment. Employees make contributions to their 401 (k) Plan accounts through 
payroll deductions, and may also elect to.contribute to their 401(k) account through the City's Employees' Flexible 
Benefits Program. 

The employees' 401 (k) contributions are based on IRS calendar year limits. Employees contributed approximately 
$26,870 during the fiscal year ended June 30, 2006. There is no City contribution towards the 401 (k) Plan. 

As of June 30, 2006, the fair value of plan assets totaled approximately $196,385, The 401 (k) Plan is considered 
part of the City's financial reporting entity and is reported as a pension and employee savings trust fund. 

• c. Pension Plan • Centre Citv Development Corporation fCCDC) 

CCDC has a Money Purchase Pension Plan covering all full-time permanent employees (the "CCDC Plan"). The 
CCDC Plan is a defined contribution pian under which benefits depend solely on amounts contributed to the plan 
plus investment earnings.. Employees are eligible to participate on the first day of the month following 90 days 
after their date of employment. During each year, CCDC contributes semi-monthly an amount equal lo 8% of the 
total quarterly compensation for all employees. CCDC's contributions for each employee are fully vested after six 
years of continuous service. CCDC's total payroll iri fiscal year 2006 was approximately $3,647. CCDC 
contributions were calculated using the base salary amount of approximately $3,262. CCDC made the required 
8% contribution amounting to approximately $261 (net of forfeitures) for fiscal year 2006. 

In addition, CCDC has a Tax Deferred Annuity Plan covering current and previous eligible employees. The CCDC 
Plan is a defined contribution plan under which benefils depend solely on amounts contributed to the plan by the-
employer and the employees, plus investment earnings. Employees are eligible to participate on the first day of 
the month following 90 days after their date of employment. During each plan year, CCDC contributes semi
monthly an amount equal to 16% of the total semi-monthly compensation for eligible employees. This amount 
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includes a 3% increase from the prior year as approved by (he Board of Directors on August 13, 2003, CCDC's 
contributions for each employee are fully vested at time of contribution. The Tax Deferred Annuity Plan includes 
amounts deposited by employees prior to CCDC becoming a contributor to the CCDC Plan. CCDC made the 
required 16% contribution amounting to approximately $516 for fiscal year 2006. 

The fiduciary responsibilities of CCDC consist of making contributions and remitting deposits collected. The City 
does not hold these assets in a trustee or agency capacity for CCDC; therefore, these assets are not reported 
within the City's basic financial statements. 

d. Pension Plan • San Diego Convention Center Corporation (SDCCC) 

SDCCC's Money Purchase Pension Plan (the "SDCCC Plan") became effective January 1, 1986. The SDCCC 
Plan is a qualified defined contribution plan and as such, benefits depend on amounts contributed to the SDCCC 
Plan plus investment earnings less allowable plan expenses. The SDCCC Plan covers employees not otherwise 
entitled lo a retirement/pension plan provided through a collective bargaining unit agreement. Employees are 
eligible at the earlier of the date on which they complete six months of continuous full-lime service, or the twelve
month period beginningon the hire date (or any subsequent Plan year) during which they complete 1,000 hours of 
service. 

A plan year is defined as a calendar year. SDCCC's balance for each eligible employee is vested gradually over 
five years of.continuing service with an eligible employee becoming fully vested after five years. Forfeitures and 
SDCCC Plan expenses are allocated in accordance with Plan provisions. A trustee bank holds the SDCCC Plan 
assets. The City does not act in a tmstee or agency capacity forthe SDCCC plan; therefore, these assets are nol 
reported within the City's basic financial statements. 

For "the year ended June 30, 2006, pension expenditures for the SDCCC Plan amounted to $1,223. SDCCC 
records pension expenditures during the fiscal year based upon estimated covered compensation. 

e. Pension Plan • San Dieqo Data Processing Corporation (SDDPC) 

SDDPC has accrued and set aside funds in a money market account to provide employees who transferred from 
the City to SDDPC wilh retirement benefits approximately equal to those under the City's retirement plan. As of 
June 30,2006, the balance in the account was $133. 

The balance at June 30, 2006 consisted of the total estimated liability plus interest earned on the account since its 
establishment in fiscal year 1991, -

In addition, SDDPC has in effect a Money Purchase Pension Plan (the "SDDPC Plan") covering substantially all 
employees. The SDDPC Plan is a defined contribution plan, wherein benefits depend solely on amounts 
contributed to the plan plus investment earnings. Employees are eligible to participate from the date of 
employment. During each plan year, SDDPC contributes monthly an amount equal to 20% of the total monthly 
compensation for all employees. SDDPC coniributions for each employee are fully vested after four years of 
continuing service. The City does not act in a trustee or agency capacity for the SDDPC-Plan; therefore, these 
assets are not reported wiihin the City's basic financial statements. SDDPC's total payroll in fiscal year'2006 was 
approximately $17,686. As all employees are substantially covered, SDDPC contributions were calculated using 
this base salary amount, SDDPC made the required 20% contribution, amounting to approximalely $3,527, 

f. Pension Plan • San Dieao Housing Commission (SDHC) 

SDHC provides pension benefits for all its full-time employees through a defined contribution plan (the "SDHC 
• Plan"). In a defined contribution plan, benefits depend solely on amounts contributed lo the plan plus investment 

earnings. Employees are eligible to participate on the first day of their employment. SDHC's contributions for 
each employee (and interest allocated to the employee's account) are fully vested after four years of continuous 
service, SDHC's contributions for, and interest forfeited by, employees who leave employment before four years 
of service are used to reduce the SDHC's current-period contribution requirement. SDHC's covered payroll in 
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fiscal year 2006 was approximately $11,062. SDHC made the required 14% contribution, amounting lo 
approximately $1,549 for fiscal year 2006. The City does not act in a trustee or agency capacity for the SDHC 
Plan; therefore, these assets are not reported within the City's basic financial statements. 

g. Pension Plan • Southeastern Development Corporation (SEDC) 

SEDC has an optional Simplified Employee Pension Plan covering all full-time permanent employees (the "SEDC 
Plan"). The SEDC Plan is a defined contribution plan administered by Morgan Stanley Dean Witter. Under 
section 212 of the SEDC Employee Handbook, employees are eligible to participate six months after their date of 
employment, and SEDC contributes a monthly amount equal to 12% of the employees' base salary, or 15% of 
management employees' base salary. Such contributions are fully vested upon contribution. SEDC's total payroll 
in fiscal year 2006 was approximately $1,034. SEDC contributions were calculated using the base salary amount 
of approximately $945. SEDC made the required conlribution, amounting to approximately $126 for fiscal year 
2006, SEDC Plan members contributed an additional $7.5. 
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13. OTHER POST EMPLOYMENT BENEFITS (In Thousands) 

a. Plan Description 

The City provides certain healthcare benefits to a variety of retired employees through SDCERS, as provided for 

in San Diego Municipal Code (SDMC) SDMC Sections 24,1201 through 24.1204. Currently, the benefits are 

primarily for health-eligible retirees who were actively employed on or after October 5, 1980 and were otherwise 

entitled to retirement allowances. Health eligible retirees can obtain health insurance coverage with the plan of 

Iheir choice, including any City-sponsored, union-sponsored, or privately-secured health plan. In fiscal year 2006, 

health eligible retirees who are also eligible for Medicare are entitled to receive reimbursement/payment of 

healthcare premiums, limiled lo approximalely $6.8 per year, in addition to reimbursement/payment for Medicare 

Part B premiums, limited to approximately $1.0 per year. Health eligible retirees who are not eligible for Medicare 

' are entitled to receive reimbursement/payment of healthcare premiums, limited to approximately $7.2 per year. 

Non-health-eligible employees who retired or terminated prior to October 6, 1980 or employees who were hired 

after Juty 1, 2005, and who are otherwise eligible for retirement allowances, are also eligible for 

reimbursement/payment of healthcare benefits, limited to a total of $1.2 per year. 

b. Contributions 

Expenses for post-employment healthcare benefits were paid for on a pay-as-you-go basis through fiscal year 

2007. In fiscal year 2006, approximately 4,100 retirees received either Cily paid insurance or were reimbursed for 

other health insurance costs incurred amounting lo approximately $24,100. Approximately $17,400 was paid by -

the City and approximately $6,400 was paid by retirees for beneficiary'health benefits. Remaining retiree 

healthcare expenditures of approximately $300 were accrued by the City and paid for in fiscal year 2007. These 

contributions were placed.into a trust fund called the Retiree Health Trust Fund, and all retiree healthcare 

expenses are paid directly from this fund by SDCERS. The City is currently implementing a plan to ensure that 

sufficient resources are available in the Retiree Health Trust Fund to pay for retiree healthcare expenses in future 

periods. 

In July 2004, GASB issued GASB 45, Accounting and Financial Reporting by Employers for Post Employment 

Benefits Other Than Pensions (OPEB), which establishes standards for the measurement, recognition, and 

display of OPEB expense/expenditures and related liabilities, note disclosures, and, if appiicabie, required 

supplementary information in the financia! statements. The City will implement GASB 45 in the financial 

statements for the fiscal year ending June 30, 2008. In preparation to meet the requirements of GASB 45, the 

City entered into an agreement on January 18, 2008 to pre-fund expenses related to post-employment healthcare 

benefits. The pian, administered by CalPERS, requires the City to pre-fund the plan in an amount not less than 

$5,000; however, the City intends lo pay an amount not less than 50% of the Annual Required Contribution, as 

calculated by an actuary of the City's choice. Post-employment healthcare actuarial accrued liability and any 

unfunded actuarial accrued liability will be reported in the required supptemental informaiion in a manner similar to 

. pension obligations. 
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14. INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS (In Thousands) 

Interfund Working Capital Advance (WCA) balances are the result of loans between funds that are expected to be 

repaid in excess of one year. The majority of the advances, $4,114, are advances from the HUD Section 108 and NTC 

Section 108 grant funds to the Redevelopment Agency. Inlerfund WCA balances at June 30,2006 are as follows: 

Benefiting Fund (Payable) 

Contributing Fund 
(Receivable) 

Genera! Fund 
NonMajor Governmental 
Sewer Utility 
Water Utility 

Tolal 

$ 

_$_ 

General Fund 

341 
644 
985 

NonMajor 
Governmental 

$ 300 
4,414 

$ 4,714 

Total 

' 300 
4,414 

341 
644 

5,699 

Interfund receivable and payable balances are the result of loans between funds that are expected to be repaid during 

the next fiscal year. The majority of these short-term loans, approximately $21,000, represents General Fund, TOT 

fund, and Transnet fund loans to expenditure-driven grant funds that have temporary cash shortfalls, pending 

reimbursement from the Federal Government and the State. Interfund.receivable/payable balances at June 30, 2006 

areasfoilows:-

Benefitting Fund (Payable) 

Nonmajor 
Contributing Fund (Receivable) Governmental 

General Fund ' $ 6,060 
Nonmajor Governmental • 15,364 
Nonmajor Enterprise 3,399 
Total $ 24,823 

The Water Uiility Fund has an interfund loan receivable of $2,386 and interfund interest receivable of $773, and the 

Capital Outlay Fund has a corresponding interfund loan payable of $2,386 and interfund interest payable of $773, for a 

loan agreement in which the Water Utility financed a land acquisition for the government. This land held for resale in 

the Capital Outlay Fund was sold to the Redevelopment Agency on October 16, 2006. The purchase price of the land 

was $6,380, of which $3,191 (which includes accrued interest) will be repaid.to the Water Utility Fund and the 

remainder will be placed in the Capital Outlay Fund, 

The Sewer Utility Fund has an interfund loan receivable of $3,487, and the Black Mountain Ranch Facilities Benefit 

Assessment Fund, a capital projects fund, has a corresponding interfund payable of $3,487 for advanced Facilities 

Benefit Assessment (FBA) project funding. The Sewer Fund agreed to finance the Carmel Valley Trunk Sewer project 

to facilitate earlier construction, of which a portion was deemed the responsibility of the Carmel Valley area developers 

and is intended to be reimbursed in fiscal year 2010 from FBA Fund assessment revenue, 
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Interfund transfers result from the transfer of assets without the expectation of repayment, Transfers are most 

commonly used (o (1) move revenues from the fund in which it is legally required to collect them into the fund which is 

legally required to expend them, including Transient Occupancy Tax (TOT), Storm Drain, and TransNet funds collected 

in said funds but legally spent within the General Fund, (2) utilize unrestricted revenues collected in the General Fund 

to finance various programs accounted for in other funds, in accordance with budgetary authorizations,'and (3) move 

tax revenues collected in the special revenue funds to capital projects and debt service funds to pay for the capital 

projects'and debt service needs during the fiscal year. Interfund transfer balances at June 30, 2006 are as follows: 

Benefiting Fund 

S e w Unity Water Utity Contribuliig Fund 

General Fund 

NonMajw Govemmental 

Sewer Utity 

Water U S r 

NonMajot Enterprise' 

Internal Service 

Total 

General Fund _ 

S 

71,672 

1,6B5 

1,304 

S 74,661 

NonMajor 

Govemmenlal 

S 213*6 

316,507 

1,692 

999 

558 

737 

S 344,439 

s s 

220 

Enteiprise 

S 

962 

224 

S 1,186 

Intemal Seivice 

S 

i 

245 

576 

147 

156 

101 

244 

1,472 

Capital Asset 
Translers 

S 

266 

482 

10 

S '756 

Total 

S 22,192 

391,717 

2,105 

1,639 

2,354 

3,210 

S -423,217 
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15. RISK MANAGEMENT (In Thousands) 

The City is exposed to various risks of loss related lo torts; theft of, damage to and destruction of assets; errors and 

omissions; injuries to employees; and natural disasters. The City has established various self-insurance programs and 

maintains contracts with various insurance companies to manage excessive risks. 

The City participates in an excess liability insurance policy in collaboration with a statewide joint powers authority risk 

pool, the California State Association of Counties-Excess Insurance Authority (CSAC-EIA) whereby the City pays the 

first $1,000 per occurrence. Effective July 2003, the City's excess liability insurance coverage was obtained through a 

sister joint powers risk pool, Califomia Public Entity insurance Aulhority (CPEIA) for amounts up to $50,000 per 

occurrence in excess of a $2,000 self-insured retention. On October 1, 2007, the City's self-insurance retention 

amount increased to $5,000. 

The City offers a cafeteria-style flexible benefits plan. This plan requires employees to choose a health and life 

insurance plan and also gives employees the option of obtaining dental insurance, vision insurance, or catastrophic 

care insurance. Employees can place remaining flexible benefit dollars into IRS qualified dental/m'edical/vision and 

childcare reimbursement accounts, into their 401(k), and/or take as cash. 

The City is self-insured for workers' compensation and long-term disability (LTD). All operating funds of the City 

participate in both these programs and make payments to the Self Insurance Fund. Each fund contributes an amount 

equal to a specified rate multiplied by the gross salaries of the fund. These payments are treated as operating 

expenditures in the contributing funds and operating revenues in the Self Insurance Fund. 

Public liability, workers' compensation, and long-term disability estimated liabilities as of June 30, 2006 are determined 

based on results of independent actuarial evaluations and include amounts for claims incurred but not reported and 

adjustment expenses. Claims liabilities are calculated considering the effects of inflation, recent claim settlement 

trends including frequency and amount of payouts, and other economic and social factors. Estimated liabilities for 

public liability claims have been recorded in the Self Insurance Fund, Sewer Utility Fund, and Water Utility Fund. 

A reconciliation of total liability claims, for all three funds, showing current and prior year activity.is presented below: 

Workers' Comp & 

Public Liability Long-Term Disability Total 

Balance, July 1,2004 $ 101,861 $ .150,302 $ 252,163 

Claims and Changes in Estimates 24,996 40,037 65,033 

Claim Payments (24,508) (26,933) (51,441) 

Balance, June 30,2005 102,349 163,406 265,755 

Claims and Changes in Estimates 11,623 28,832 40,455 

Claim Payments (28,563) (24,786) (53,349) 

Balance, June 30,2006 _$ 85,409 $ 167,452 $ 252.861 

The City also participates in the joint purchase of its first party property insurance including all-risk, flood, boiler and 

machinery and business interruption coverages through the CSAC-EIA pool. Earthquake coverage is purchased 

separately through the-pool.' The joint purchase of the City's "all risk" property insurance, insuring approximately 

$2,000,000 in value of City property and assets, provides coverage for losses to City property up to approximately 

$400 per occurrence, subject to a $25 deductible. This limit includes coverage for business interruption losses for 

designated lease-financed locations. There is no sharing of limits among the City and member counties of the CSAC-
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EIA pool, unless the City and member counties are mutually subject to the same loss. Limits and coverages may be 

adjusted periodically in response to requirements of bond financed projects, acquisitions, and in response to changes 

in the insurance marketplace, 

Earthquake coverage is provided for designated buildings/structures and certain designated City lease financed 

locations in the amount of $60,000 including coverage for business interruption caused by earthquake at certain 

designated locations. Earthquake coverage is subject to a deductible of 5% of total values per unit per occurrence, 

subject to a $100 minimum: The City's earthquake coverage is purchased jointly and shared with the member counties 

in the CSAC-EIA pool. Due to the potential for geographically concentrated earthquake losses, the CSAC-EIA pool is 

geographically diverse to minimize any potential sharing of coverage-in the case of an individual earthquake 

occurrence. Depending upon the availability and affordability of such earthquake insurance, the City may elect not to 

purchase such coverage in the future, or the City may elect to increase the deductible or reduce the coverage from 

present levels. 

The City is a public agency subject to liability for the dishonest acts and negligent acts or omissions of ils officers and 

employees acting within the scope of their duty ("employee dishonesty" and "faithful performance"). The City 

participates in the joint purchase of insurance covering employee dishonesty and faithful performance through the 

CSAC-EIA pool. Coverage is provided in the amount of $10,000 per occurrence subject lo a $25 deductible. 

During the year reported hereon, there were no significant reductions in insurance coverage from the prior year. For 

each of the past three fiscal years, the settlements have nol exceeded insurance coverage. 

See Contingencies, Nole 18, for additional information. 

16. FUND BALANCE / NET ASSETS DEFICIT {In Thousands) 

The Grants Fund and the Capital Outlay Fund have net deficits of approximalely ($30,082) and ($18,453), respectively, 

due to the large number of reimbursement grants accounted for withinthese funds. With reimbursement grants, the 

resources remain the property of the grantor until allowabfe costs are incurred.- The grants revenues are recognized as 

soon as all eligibility criteria have been met and the amounts become available, This results in a deficit fund balance in 

these funds. 

The Self Insurance Fund has a net deficit of approximately ($168,494), which represents unfunded estimated claims 

and claim settlements related to Public Liability, Workers'Compensation, and Long-Term Disability. It is anticipated 

that individual claim settlements will be funded through future user charges subsequent lo the filing of a claim and prior 

to its settlement. In addition to user charges, in January 2008, the Mayor's office presented a five-year financial 

outlook to the Cily Council that outlines a proposal to fund the Self Insurance Fund by contributing an additional $5,000 

to the Public Liability Reserves in fiscal year 2008. 

Publishing Services has a nel deficit of ($249), due to a decline in work production, and outdated pricing for services 

which are not fully cost recoverable. 

The Retiree Health Trust Fund has a net deficit of approximately ($280), due to an accrual of administrative expenses 

paid in fiscal year 2007. The City is currently implementing a plan to ensure that sufficient resources are available in 

the Retiree Heallh Trust Fund to pay for retiree healthcare expenses in future periods. 
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17. COMMITMENTS (in Thousands) 

As of June 30,2006, the Cily's business-type-activities contractual commitments are as follows: 

Airports $ 803 

Environmental Services 2,935 

Sewer Utility 57,417 

Water Utility 47,716 

Other 3,623 

Tolal Contractual Commitments $ 112,494 

The contractual commitments are to be financed with existing reserves and future service charges. In addition, the 

Sewer and Water Utility Funds intend to finance the contractual commitments with existing reserves, future service 

charges, and financing proceeds secured by system revenues. 

Consent Decree 

On April 2, 2001, two environmental groups filed suit against the City alleging that the Municipal System's collection 

system was deficient as a result of sewer spills from December 1996 to the time of the filing. The complaint sought 

injunctive relief to prevent illegal discharges, a compliance schedule to upgrade the Municipal System's collection 

system, and civil penalties of $27.5 per day for each day of a violation. The City contested the plaintiffs' claims. 

The Environmental Protection Agency (EPA) and the State also filed suits against the City alleging the same collection 

system violations, seeking unspecified penalties and injunctive relief for .collection system improvements. All three' 

cases were consolidated. On March 16, 2005, the City settled the State lawsuit for $1,200. Of this total, $1,000 

funded three supplemental environmental projects to benefit the local environment, and $200 was deposited in the 

State's Cleanup and Abatement Account. 

The EPA, the City and the environmental groups reached an agreement on additional requirements to reduce sewer 

spills, which are set forth in a Consent Decree (the "Consent Decree"). The Consent Decree requires increased sewer 

spill response and tracking, increased root control, replacement or rehabilitation of 250 miles of pipeline, a canyon 

economic and environmental analysis, pump station and force main upgrades, and entails court supervision of these 

upgrades at leasl through June 2013. The estimated annual cost of this commitment is $108,000 per year in capital 

projects and $47,000 per year in operational maintenance to the sewer system through the term of the settlement; 

however, the costs forbidding, constructing and completing the required work will fluctuate depending on variables 

such as changes in the cost of materials and labor. No civil penalty payment was required, though stipulated penalties 

ranging from $375 (in whole dollars) to $20,000 (in whole dollars) per occurrence are included for subsequent 

violations of the Consent Decree. The Consent Decree was approved by the Court on October 9, 2007, settling all 

remaining issues in the case, 

Sewer rate increases were approved for the-next four years to partially fund the obligations of the Consent Decree. 

However, additional rate increases will be necessary (likely beginning in year 2011) to completely fund the Consent 

Decree. As meniioned previously, the estimated annual cost Is $108,000/year in capital projects and $47,000/year in 

operations and mainienance. The Cily funds the Capital Projects in the Consent Decree through the issuance of notes 

and bonds supported by the sewer system's net system revenues. 
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California Department of Public Health Compliance Order 

In 1994, the City of San Diego entered inlo a compiiance agreement with the Stale of California Departmenl of Public 

Health ("DPH") with the approval of City Council, after the DPH Drinking Water Field Operations Branch conducled a 

sanitary survey of the City's water system. This agreement required the City to correct operational deficiencies and 

begin necessary capital improvements. The City was notified.in January of 1997 that it was not in compliance with this 

agreement. At that time, the DPH issued a compliance order. The January 1997 Compliance Order was last amended 

in May of 2007 ("Amendment 11"), and included additional items.that were not in the original Compliance Order. The 

DPH Compiiance Order will remain in effect until the required projects are completed. 

Presently, the Water Department is meeting all of the requirements of the DPH Compliance Order, including the 

ongoing obligation to provide DPH with quarterly progress reports. On February 26, 2007, the City authorized an 

increase in water rates and charges to continue funding projects mandated in Ihe DPH Compliance Order as well as 

other Capital Improvement Program projects. In addition, on October 8, 2007, the City-authorized a second "pass-thru" 

rate increase to account for the higher cost of water purchased from the San Diego County Water Authority. The pass-

thru rate increase took effect on January 1, 2008 and will help preserve the funds previously committed to DPH 

Compiiance Order projects. 

DPH has the authority to impose civil penalties if the City fails to meet DPH Compliance Order deadlines, although 

DPH has not imposed such penalties to date. Violation of the DPH Compliance Order may be subjecl to judicial action, 

including civil penalties specified in California Health and Safety Code, Section 116725. Section 116725 penalties for 

violating a schedule of compliance for a primary drinking water standard can go as high as $25 per day for each 

violation; for violating other standards, such as turbidity, the penalties can reach $5 per day. There are a number of 

additional enforcement tools prescribed by law, including mandatory water conservation, litigation and service 

connection moratoriums. 

The costs for bidding, constructing and completing the required work will fluctuate depending on variables such as 

changes in the cost of materials and labor. As of 2007, the Water Department's DPH Compliance Order project and 

DPH related project costs approximaie; 

Total Projects FY07 FY08 • FY11 FY12 - FY19 TOTAL 

DPH & EPA Requiremenls S 28,292 $ 345,747 $ 214,877 $ 588,916 

DPH Related Projects 4,614 ' 137,191 315,245 457,050 

These commitments are to be,financed with existing net assets, present and future revenues, and financing proceeds 

secured by system revenues. , 

Convention Center Dewaterinq 

The City operates the San Diego Convention Center, located adjacent to San Diego Bay. The Convenlion Center 

includes a subterranean parking garage, which is subject to infiltration of water from the bay. This groundwater must 

be continually pumped from the parking structure to prevent it from being submerged. Approximately 500,000 gallons 

of groundwater is pumped daily from the parking structure and discharged into San Diego Bay. The City holds a 

National Pollutant Discharge Elimination System ("NPDES") permit for the discharge, issued by Ibe Regional Water 

Quality Control Board ("RWQCB"). Failure to meet water quality standards set forth in the permit could subjecl the City 

to fines and penalties of up to $25,000 (in whole dollars) per day. 
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Monthly groundwater discharge sample resulls have not met the standards dictated by NPDES Permit No, CA0109029 

(Order R9-2003-0050) since the end of calendar year 2005. This triggered the implementation of work to cease effluent 

violations within twenty seven months (end of March 2008), pursuant to an order of the RWQCB. 

To achieve compliance with groundwater discharge requirements, the City retained an engineering consultant in 2006 

to review all previous work and develop the most cost-effective engineering solution to achieve compliance. The 

consultant's final report was received in August 2007. A determination will be made as to which report 

recommendations will be implemented. Possible solutions include constructing facilities to treat the groundwater 

before it is discharged into the bay, or diverting the groundwater into the sewer system for treatment at an existing 

plant. Costs for implementing the report's recommended potential solutions could range from a one-time expense of 

between $5,600 to $9,500, and annual operation and maintenance expenses of $528 to $793 per year. Funding to 

implement, any of the potential solutions is the responsibility of the City Generai Fund, though the San Diego Port 

District, which owns the Convention Center property, may also be partially responsible. 

The City of San Diego plans to take necessary actions to achieve groundwater discharge NPDES compliance by the 

end of March 2008. Upon completion by the City of an action plan to address the groundwater discharge problem and 

the identification of required funding, the City plans to communicate wilh the Regional Water Quality Control Board 

("RWQCB") on the final details of the plan. If compliance is not achieved by March 2008, the Board could enact 

enforcement actions against the City of San Diego. 
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18. CONTINGENCIES (In Thousands) 

FEDERAL AND STATE GRANTS 

The City recognizes revenue grant monies received as reimbursement for costs incurred in certain Federal and State 

programs it administers, Although the County's Federal grant programs are audited in accordance with the requirements of 

the Federal Single Audit Act of 1984, the Single Audit Act Amendments of 1996 and the related U.S. Office of Management 

and Budget Circular A-133, these programs may be subject to financial and compliance audits by the reimbursing agencies. 

The amount, if any, of expenditures which may be disallowed by the granting agencies cannot be determined at this time, 

The Single Audit for fiscal year 2004 was completed by Macias Gini S O'Connell LLP and has been received and filed by 

the City Council. Macias Gini & O'Connell LLP also completed the Single Audit for fiscal year 2005; however, this report 

has nol yet been received and filed by the City Council. Additionally, Macias Gini & O'Connell LLP is still in the process of 

completing the Single Audit for fiscal year 2006. 

Additionally, (he local unit of the U.S. Department of Housing and Urban Development (HUD) has recentiy conducted an 

audit of the City's Communiiy Development Block Grant (CDBG) program. The overall objective of the audit was to 

determine whether management complied with applicable laws, regulations, and requirements of HUD's CDBG program. 

After review of the program, HUD determined that the City may not be in compliance with CFR 85.25. Specifically, HUD is 

concerned with CDBG loans to the Redevelopment Agency, "Re-Loans", and other program eligibility issues, The Office of 

the Inspector General is currently conducting a preliminary review to determine if an additional audit is required. 

' CONTINUING DISCLOSURE OBLIGATIONS 

The City, in connection with all bond offerings since the effective date (July 1995) of the continuing disclosure requirements 

of SEC Rule 15C2-12, has contractually obligated itself to provide annual financial information, including audited financial 

statements, within certain specified time periods (generally nine.months) after the end of each fiscal year. The City 

completed, and Council has received and filed, its financiat statements for fiscal year ended June 30,. 2004 and June 30, . 

2005. The City has not yet released its audited financial statements for the fiscal year ended June 30, 2007. Accordingly, 

the City has not been able to timely satisfy its contractual obligations to provide to the national repositories audited financial 

statements, or financial information and operating data derived from the financial statements. At the time ofeach deadline, 

the City did, as required by its continuing disclosure contractual obligations, provide to the national repositories a notice of 

the failure to file the audited annual financial statements information. 

REGULATORY AND OTHER INDEPENDENT INVESTIGATIONS • 

In November 2006, the Securities and Exchange Commission (SEC) entered an Order sanctioning the City of San Diego for 

committing securities fraud by failing to disclose, in 2002 and 2003, important information about its pension and retiree 

health care obligations in connection with disclosures relating to the sale of its municipal bonds. To settle the action, the 

City agreed to cease and desist from'future securities fraud violations and lo retain an independent consultant for three 

years to foster compliance with its disclosure obligations under the federal securities laws. 

In issuing the Order, the SEC made the following determinations: 

• The City failed to disclose that the City's unfunded liability to its pension plan was projected to increase to an estimated 

$2 billion at the beginning of fiscal year 2009, and that the City knew and failed to disclose that its health care liability 

would be in excess of $1,1 billion. (The information presented in the SDCERS actuarial valuation for the fiscal year 

ended June 30, 2007, which will be incorporated in the City's fiscal year 2009 financial statements, reported the 

unfunded actuarial liability to be $1,183 billion.) 
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• The City failed to disclose thai it had been intentionally under-funding its pension obligations so that it could increase 

pension benefils but defer the costs, and that it would face severe difficulty funding its future pension and retiree • 

healthcare obligations unless new revenues were obtained, pension and healthcare benefits were reduced, or City 

services were reduced. 

• The City knew or was reckless in not knowing that its disclosures were materially misleading. 

• The Order finds that the City made these misleading statements through three different means: 

1. In the offering documents for five municipal offerings in 2002 and 2003 that raised over $260 million from 

investors. The offering documents containing the misleading statemenls included the "official statements," 

which were intended to disclose material information to investors, and the "preliminary official statements," 

which were used to gauge investors' interest in a bond issuance. 

2. The City made misleading statements to the agencies that gave the City its credit rating for its municipal bonds. 

3. The City made misleading statements in its 'continuing disclosure statements," which described the City's 

financial condition and were provided by the City to the municipal securities market wilh respect to prior Cily 

bond offerings. 

The City consented to the issuance of the Order without admitting or denying the findings in the Order. The SEC's 

investigation with respect to the misleading disclosures in the City's fiscal year 2002 and fiscal year 2003 financial 

statements is ongoing as to individuals and other entities that may have violated the federal securities laws. 

The SEC Order sanctioning the City of San Diego for committing securities fraud is available at; www.sec.oov 

Prior to settlement with the SEC, the City engaged a number of firms to review the City's disclosure practices and to 

investigate potential illegal acts. In February 2004, the law firm of Vinson & Elkins LLP (V&E) was engaged to conduct a 

review of the adequacy of the City's financial disclosure relating to the pension fund in bond offerings from 1996 lo 2002 and 

to prepare a report on its findings. In September 2004, V&E released a report that identified a number of disclosure 

deficiencies and made recommendations on how to remediate their causes. The report did not offer conclusions on the 

culpability of individual members of the City's government. 

Many of the recommendations contained in the V&E report were adopted by the City in October 2004. However, the City's 

previous accounting firm advised that the report did not provide a sufficient basis to conclude that all questions necessary to 

the completion of the audit were sufficiently investigated and resolved in a manner that would permit the issuance of an 

audit report. In response, the City engaged a professional consulting firm, Kroll Inc. and the law firm Willkie, Farr and 

Gallagher LLP, to act in the capacity of an audit committee. Kroll took over the investigation. The independent investigations 

concluded when.Kroll presented its final repori to the City on August 8, 2006. The Kroll report concluded that there were 

numerous failures on the part of City govemmenl to conform to law, to adhere to principles of sound governance and 

financiai reporting, and to protect the financial integrity of the City's pension system. The Kroll report was more fully 

summarized in the City's fiscal year 2003 financial report. The City's fiscal year 2003 financial report, and the entire Kroll 

report including interview summaries and footnotes, as well as the V&E report, are available at: www.sandieQO.oov. 

REMEDIATION OF CITY DISCLOSURE DEFICIENCIES 

The City has taken a variety of remedial actions in the wake of the disclosure deficiencies identified by V&E, Kroll and the 

SEC. In response to the V&E Report, the City amended the municipal code to address certain control environment issues, 
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The Disclosure Ordinance created a Disclosure Practices Working Group of City officials to review the form and content of 

all financia! disclosuresby the City and its related entities and a finance and disclosure unit within the Cily Attorney's office 

headed by an attorney with experience in municipal securities and disclosure matters. PursuanI to the Ordinance, the 

Auditor and Comptroller is required to annually review and report on internal controls within the City. In addilion, mandatory 

training is required for City staff and officials, including the City Council and Mayor, regarding their obligations under federal 

and state securities laws. 

Further reforms were proposed by the Mayor to address deficiencies identified in the Kroll Report. A monilor, who also 

serves as the Independent Consultant pursuant to the Order, was appointed on January 26, 2007, to oversee the 

implementation of the Mayor's remediation plan. Structural changes were made to the City's Finance Departmenl to 

enhance accountability to the City's Chief Financial Officer, who also serves as the Auditor and Comptroller. The Cily 

Council amended the Municipal Code to create an Audit Committee comprised of three Councilmembers, which provides 

legislative oversight of the City's accounting and financial reporting processes and internal audit-function. 

In Fall 2007, an Internal Auditor was appointed by the Mayor, in consultation with the Audit Committee. The Internal Auditor 

reports to both the Chief Operating Officer and the Audit Committee. The Ctty has also retainedan independenl actuary to 

provide periodic analysis of SDCERS' actuarial reporting and of the fiscal impact of pension and benefit related decisions. 

An Enterprise Resource Pianning ("ERP") system has been purchased to enhance the timeliness and accuracy of the City's 

operational reporting; the first ERP modules are scheduled for activation in October 2008. 

Certain recommendations included in the Kroll Report and the Mayor's remediation plan require further action by the City or 

the voters, An ordinance imposing criminal penalties for City employees who improperly influence the City's outside 

consultants has not been presented to the City Council for consideration. Changes to the City Charter to enhance the 

independence of both the Internal Auditor and the'Audit Committee require voter approval and proposed Charter 

amendments have been approved,for inclusion on the ballot for the June 3, 2008 election. 

The Independent Consultant required by the SEC Order has several specific mandates. Among these are annual reviews, 

for a three year period, of the City's poljcies, procedures, and internal controls regarding financial disclosures. The 

Independent Consultant is also required to make recommendations concerning the City's policies, procedures and internal 

controls and to assess the City's adoption and implementation of these recommendations. A draft of the Independent 

Consultant's first annuai report was presented to management in March 2008. The final version is expected to be 

presented to the City Council in April 2008. , 

GENERAL INVESTIGATIONS 

The City Attorney is currently being investigated by the California State Bar. Bar investigations are confidential and the 

scope, nature, and likely outcome of the investigation are not known. 

LITIGATION AND REGULATORY ACTIONS 

The City is a defendant in lawsuits pertaining to malerial matters, including claims asserted which are incidental to 

performing routine governmental and other functions. This litigation includes but is not limited to: actions commenced'and 

claims asserted against the City arising out of alleged torts; alleged breaches of contracts; alleged violations of law; and 

condemnation proceedings.' The City has received approximately 2,400 notices of claims in fiscal year 2006. 

The estimate of the liability for unsettled claims has been reported in the Government-Wide Statement of Net Assets, the 

Proprietary Fund Statement of Net Assets, and in the Proprietary Fund financial statements. The liability was estimated by 

categorizing the various claims and supplemented by information provided by the City Attorney with respect to certain large 
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individual claims and proceedings. The recorded liability is the City's best estimate based on available information. 

Significant individual lawsuits are described below. 

De La Fuente Business Park v. Cilv of San Diego 

This lawsuit, filed in 1995, involves allegations of breach of conlract and inverse condemnation brought by an Olay Mesa 

developer. In the first proceeding, the jury returned a verdict of $94,500 in favor of the plaintiff. On appeal, the court issued 

a tentative ruling that the case will be remanded to trial again on the contract issue, and that the inverse condemnation was 

not valid as a matter of law. There are also two other pending cases similar in nature that have been filed by the same Olay 

Mesa developer. These cases are on hold in the trial court, pending the outcome ofthe Business Park case. According to 

the City Attorney, the possible exposure of these cases ranges between $0 and $60,000. Liabilities for these cases were not 

accrued in the City's financial statements as the City Attorney has indicated the likelihood that the plaintiff will prevail is only 

reasonably possible. 

Abbit. Ernest v.-Citv of San Dieqo 

Plaintiffs are 298 individuals from the De Anza Mobilehome Park that are alleging Mobilehome Residency Law "MRL" 

violations by the City of San Diego. The likelihood of an unfavorable outcome is reasonably possible and is estimated to be 

in the range of $0-$22,000. 

' Wood. Janel v. Cilv of San Dieoo 

Plaintiff sued as' a representative class claiming that women and unmarried retirees receive less pension benefits than 

others. Case has been remanded to the district court in September 2007. Likelihood of unfavorable outcome is reasonably 

possible and is estimated to be in the range of $0 - $2,150 per year in increased benefits. 

San Dieqo Police Officer's/ABBE v. Citv of San Diego 

On October 25, 2005'the SDPOA (SDPOA #2) filed a lawsuit against the City alleging failure to pay for overtime work under 

the Fair-Labor Standards Act. The likelihood of an unfavorable outcome is reasonably possible and is estimated to be in the 

range of $0-$5,000. 

Significant regulatory actions are described below (Other regulatory actions are described in Notes 17 and 22). 

IRS Voluntary Correction Program Settlemenl 

SDCERS is operated as a qualified governmental defined benefit plan under Internal Revenue Code (IRC) §§ 401(a) and 

414(d). In light of various concerns raised in investigative reports regarding practices of SDCERS that could have 

•jeopardized its status as a qualified governmental defined benefil plan, SDCERS requested its outside tax counsel, Ice 

Miller LLP, to perform a comprehensive document compliance review, prepare submissions in accordance with the IRS 

Voluntary Correction Program (VCP), and work with the IRS to finalize a compliance statemeni to resolve SDCERS' 

compliance issues. A comprehensive settlement was reached between the IRS and SDCERS on December 20, 2007 

(Settlement). The Settlement requires the City and SCDERS to take certain corrective actions, some of which will require 

Council approval, regarding certain provisions of its retirement'plan within 150 days of December 20, 2007. The Settlement 

does not require the City to pay any penalty payments or to make any additional contributions to the retirement system. In 

the event the City does not successfully implement certain plan document changes required by the IRS Compliance 

Statement, SDCERS'and the City may face additional regulatory actions from the IRS including but not limited to, SDCERS 

plan disqualification and financial penalties against Ihe City, the plan sponsor. 

144 

CCJ0628 



CITYOF SANDIEGO ; . CQMPREHFNSIVF ANNUAI FINANCIAI .RFPORT 

The VCP filings identified violations and proposed corrections regarding the City's Presidential Leave Program for 

presidents of certain labor organizations that represent City employees; compensation limils under IRC § 401(a}(17); 

minimum distribution requirements under IRC § 401(a)(9); eligible rollover distribution compliance under IRC § 401(a)(31}; 

minimum distribution requirements from the Deferred Retirement Option Plan (DROP) program; overpayment of disability 

benefits; conversion of annual leave lo purchased service credits; retiree healthcare benefits and health administrative 

expenses under IRC § 401 (h); benefit and compensation limits under IRC §§§ 415{b), 415(c) and 415(n); and remedial plan 

amendments. 

The practice of using pension plan assets, and later a bifurcation of City contributions to the pension plan to fund retirement 

healthcare benefits, resulted in the most significant plan violation in monetary terms. The compliance slatement identified 

that from 1983 through 1991 retiree health benefits were paid by SDCERS when the plan document did not provide for such 

benefits. Additionally, the compliance statement states thai the plan was not appropriately reimbursed for administrative 

expenses related to the provision of retiree health benefits from 1993 to 2006. Both of these failures were related to non

compliance with IRC § 401 (a)(2). The cumulative value of improper payments associated with this failure was approximately 

$34 million. In a separate failure, the compliance stalement also identified that from 1998 Ihrough 2005, the terms of the 

Plan did not comply with all of the provisions of IRC §§ 401 (a}2 and 401(h) as il relates to the plan's administration of 

retirement health benefits and the use of plan earnings to fund the benefits. The compliance statement indicated that the 

manner in which the benefits were funded "made it extremely difficult, if nol impossible to resolve that there was no 

inappropriate use of the Plan Assets." In this regard, and for the purposes of presenting fairly the effect on net assets, the 

City has estimated that from 1988 through 2006, the cumulative effect of the improper administration of Retiree Health 

Benefits was approximately $77.1 million. These amounts will be treated as a reduction to City contributions against its 

Annually Required Contribution during the year in which the expenditures occurred and instead recorded as part of the 

City's Net Pension Obligation. 

With regard to benefit and compensation limits, in March 2001 the City Council authorized the establishment a Preservation 

of Benefit Plan. A preservation.of benefit plan is a qualified governmental excess benefit arrangement (QEBA) under IRC § 

415(m}, which is a vehicle created by Congress to allow the payment of promised pension benefits that exceed the IRC § 

415(b} limits. While the City Council approved the establishment of a Preservation of Benefit Plan satisfying (he 

requirements of § 415(m), the City has not received a determination letter from the IRS approving the formation of its 

Preservation of Benefit Plan QEBA. Under the Internal Revenue Code, the City may not pre-fund the Preservation of 

Benefit Plan to cover future liabilities beyond the current year, as wilh the 401 (a) plan. Despite the creation of the 

Preservation of Benefit Plan by the City Council in March 2001, SDCERS continued to treat the excess amounts as payable 

from the 401(a) pian assets in violation of law. SDCERS did not establish a Preservation of Benefit Plan and Trust until 

February 2007. In future years, SDCERS will determine the amount necessary to fund any pension benefits payable during 

the calendar year in excess of the amount permitted by IRC § 415(b). This amount will include the projected amount of all 

excess pension benefits payable for the calendar year as well as the projected cost of administering the Preservation of 

Benefit Plan for the calendar year. SDCERS will provide this information to the City and the Cily will pay these costs on an 

annual basis. The City transferred money into a new POB accounl in December 2007 to fund POB payments. With the 

issuance of the Compliance Statement, SDCERS has stopped paying benefits in excess of the 415(b} limits from the 

SDCERS Trust Fund. Excess benefits will be paid only from the POB Plan.' 

The most current estimated actuarially accrued liability related to excess benefits for eligible active members of the system, 

amounting to approximately $22.8 million, has been excluded from the' actuarial valuation of the 401(a) retirement plan 

beginning in fiscal year 2006 (this liability is estimated to be approximately $30.4 million in the fiscal year 2007 actuarial 

valuation). Additionally, the liability for retired members of the Preservation of Benefit Plan, amounting to approximately $5.4 

million, has been excluded from the fiscal year 2007 actuarial valuation of the 401(a) retirement plan. Accordingly, the 
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liability related to excess benefits for retired members is reflected in the actuarial liabilities of the 401 (a) plan in the actuarial 

valuation dated June 30,2006 as well as in the ARC payable in fiscal year 2008. 

In fiscal year 2005, costs related to the Preservation of Benefit Plan for both retired and active members are included in the 

actuarial liabilities presented in the Required Supplementary Information (RSI) for the Cily's core pension plan and are 

valued using the same sel of assumptions. In a review of the financial statemenls of other local governments, the City has 

noted significant diversity of practice in how governments are accounting for QEBAs. As such, the City is in the process o f ' 

implementing a plan to account for the QEBA with SDCERS. 

Cilv Attorney Concerns with Pension Svstem 

The City Attorney has concluded Ihat, in his opinion, the excess retirement benefits referenced above, require voter 

approval as such benefits constitute a distinct pension plan not authorized under the City Charter. Therefore, it is also his 

opinion that the excess retirement benefits are illegal and that the City should immediately discontinue paymenl. Other 

members of management believe that this issue has yet lo be resolved in court related to lawsuits previously filed by the 

City Attorney. As such, the City intends to continue to treat these benefits as legal obligations until instructed to do 

otherwise by a court. In the opinion of management, a decision to terminate such benefits would expose the City's 

. residents to unnecessary and costly legal fees, 

In addition, the City Attorney has written to the Internal Revenue Service, in letters dated September 13, 2007, October 3, 

2007 and November 6, 2007, expressing his concerns that the pension plan in its current form violates various provisions of 

the City Charter and the City Municipal Code, and that such violations could jeopardize the status of SDCERS as a qualified 

governmental defined benefit plan. In addition to matters identified elsewhere in these notes and the IRS Compliance 

Statement, set forth below are additional concems raised in such letters or in other public pronouncements of the City 

Attorney: 

1. DROP: The City Attorney has alleged that the DROP program, as discussed in Note 12, is not currently operated 

on a neutral cost basis. Municipal Code section 24.1401(b) provides that "DROP is intended to be cost neutral." 

In DROP, the employee's retirement benefit calculation is fixed as ofthe date of participation and they continue to 

work for the City up to five years, while their monthly pension benefit is deposited into an individual account held 

bySDCERS.' 

2. Purchase of Service Credit Program: Employees hired before July 1, 2005 were permitted to buy pensionable, 

years' service credit below cost; however, such program was also intended to be cost neutral as reflected in a City 

Manager memorandum to the Council at the time Council approved such program.1 

3. Term Limit: Elected officials are permitted to buy pensionable years' service credit in excess of the time they are 

permitted to serve under section 12(f) of the City Charter (two consecutive.four-year terms),' 

4. Pension Plan Vesting Requirement: Employees were allowed credit for pension years purchased below cosl to 

satisfy the retirement plan's 10 year vesting requirement. In relation to non-public safety employees, the Charier 

provides that "No employee shal! be retired before reaching the age of 62 years and before completing 10 years 

of service for which payment has been made, except such employees may be given the option to retire at the age 

' As of issuance of this report, these matters are currently on appeal to the California Court of Appeals, Fourth District, and 
the parties are.presently waiting to be apprised of the briefing schedule by the court. 

" As of issuance of this report, this concern has not been involved in any type of litigation 
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of 55 years after 20 years of service for which payment has been made with a proportionally reduced allowance".1 

5. Retirement Age: Non-public safely Employees were permitted to use pension years purchased below cost to 

retire at 55 rather than 62, without regard to whelher they have 20 years of service.1 

Other members of management believe that the legal status of these matters has not been definitively determined and do 

not raise IRS qualification issues. Furthermore, other members of managemenl note that while the IRS was made aware of 

these issues prior to issuing the compliance statemeni discussed earlier in the note, to date the IRS has not determined to 

. take any aclion regarding the issues alleged by the City Attorney. 

California Regional Water Quality Board Administrative Proceeding 

The City is in an on-going administrative proceeding before the California Regional Water Quality Control Board (RWQCB) 

where it has been alleged that the City, along with eight other entities, have contributed to polluting San Diego Bay, a 

condition which requires abatement. The allegations relate to current,and historic discharges of urban runoff into Chollas 

Creek, which drains into the San Diego Bay. The City has retained consultants to assess the available data and therefore il 

•is difficult to determine likelihood of an unfavorable outcome. However, the RWQCB has estimated that remediation costs 

could range between $900 and $122,000 depending on the remedy selected, and the City would have a yet-to-be 

deiermined share of those remediation costs if an unfavorable outcome were to happen. 

' As of issuance of this report, these matters are currently on appeal to the California Court of Appeals, Fourth District, and 
the parties are presently waiting lo be apprised of the briefing schedule by the court. 
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19. THIRD PARTY DEBT {In Thousands) 

The City has authorized the issuance of certain conduit revenue private activity bonds, in its name, to provide tax 

exempt status because it believes a substantial public benefit will be achieved through the use of the proceeds. Aside 

from the fact that these bonds have been issued in the City's name, the City has no legal obligation to make payment 

on these bonds and has not pledged any Cily assets as a guarantee to the bondholders. The following describes the 

various types of such third party debt: 

Mortgage and Revenue Bonds 

Single family mortgage revenue bonds have been issued to provide funds to purchase mortgage loans secured by first 

trust deeds on newly constructed and existing single-family residences: Th'e purpose of this program is to provide low 

interest rate home mortgage loans to persons of low. or moderate income who are unable to qualify for conventional 

mortgages at market rates. Multi-family housing revenue bonds are issued to provide construction and permanent 

financing to developers of multi-family residential rental projects located in the City to be partially occupied by persons 

of low income. 

Industrial Developmeni Revenue Bonds 

Industrial Development Revenue bonds have been issued to provide financial assistance for the acquisition, 

construction, and installation of privately-owned facilities for industrial, commercial or business purposes to mutually 

benefit the citizens of the City of San Diego. 

1911 Act Special Assessmeni Bonds 

1911 Acl Special Assessment Bonds have been issued to provide funds for the construclion or acquisition of public 

improvements, and/or the acquisition of property for public purposes, for the benefit of particular property holders within 

the City. Each bond is secured by a lien on a specific piece of property. The final payment on all outstanding 1911 Acl 

Special Assessment Bonds occurred on December 27, 2005, accordingly, there was no balance outstanding as of 

June 30, 2006, 

As of June 30,2006, the status of all third party bonds issued is as follows (in thousands): 

Mortgage Revenue 

industrial Development Revenue 

1911 Act Special Assessment 

Total 

S 

$ 

Originai Amount 

132,390 

345,805 

235 

478,431 

$ 

S 

Balance 

June 30, 2006 

. 33,320 

161,240 

-

194,560 

These bonds do not constitute an indebtedness of the City. The bonds are payable solely from payments made on 

and secured by a pledge of the acquired mortgage loans, certain funds and other monies held for the benefit of the 

bondholders pursuant to the bond indentures, property liens and other loans. In reliance upon the opinion of bond 

counsel, City officials have determined that these bonds are not payable from any revenues or assets of the City, and 

neither the full faith nor credit for the taxing authority of the City, the state, or any political subdivision thereof is 

obligated to the payment of principal or interest on the bonds. In essence, the City is acting as a conduit for the private 

property owners/bondholders in collecting and forwarding the funds. Accordingly, no liability has been recorded in the 

City's government-wide statement of net assets. 
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20. CLOSURE AND POST CLOSURE CARE COST (In Thousands) 

Slate and federal laws and regulations require that the City of San Diego place a final cover on its Miramar Landfill site 

when it stops accepting waste and to perform certain maintenance and monitoring functions at the site for thirty years 

after closure. Although closure and post closure care costs will be paid only near or after the date that the landfill stops 

accepting wasle, the City reports a portion of these closure and post closure care costs as an operating expense in 

each period based on landfill capacity used as of each financial statement date. 

The $14,811 reported as landfill closure and post closure care liability al June 30, 2006 represents the cumulative 

amount reported to date based on the use of 81.6% of the estimated capacity of the landfill. 

The City will recognize the remaining estimated cost of closure and post closure care of $3,294 as (he remaining 

estimated capacity is filled. These amounts are based on what it would cost to perform all closure and post-closure 

care at June 30, 2006. The City expecis to close the landfill in fiscal year 2012. Actual costs may be higher due to 

inflation, changes in technology, or changes in regulations. 

The City is required by state and federal laws and regulations to make annual contributions to finance closure and 

post-closure care. The City is in compliance with these requirements and at June 30, 2006, cash or equity in pooled 

cash and investments of $31,814 was held for this purpose. This is reported as restricted assets on the stalement of 

net assets in the Environmental Services Fund. The City expects that future inflation costs will be paid from interest 

earnings on these annual contributions. However, if interest earnings are inadequate or additional post-closure care . 

requirements are determined (due to changes in technology or applicable laws or regulations, for example), these 

costs may need to be paid by charges to future landfill users or from other sources. 
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21. OPERATING AGREEMENTS (In Thousands) 

San Dieqo Data Processing Corporation and Automated Regional Justice Information Svstem 

On October 22, 2001, SDDPC renewed its fiscal year 2002 agreement with a joint powers agency known as the 

Automated Regional Justice Information System ("ARJIS") whose main purpose, is to pursue developmeni of 

computerized law enforcement systems in the region. 

Under the agreement, SDDPC is to provide data processing services to ARJIS at rates which, on an annual basis, are 

equivalent to those charged to other governmental entity clients. Included in SDDPC's data processing services 

revenue is approximalely $2,624 related to ARJIS for the year ended June 30, 2006. 

Cilv of San Dieoo and San Diego Medical Services Enterprise. LLC 

On July 1,1997, the City entered into an operating agreement with Rural/Metro Corporation, a provider of emergency 

medical transport services, to form San Diego Medical Services Enterprise, LLC (SDMSE) for the purpose of providing 

. the City with emergency medical and medical transportation services, The operating agreement and related contracts 

to provide such services were renewed on July 1, 2002 and again on July 1, 2005.' The operating agreemenl will 

expire on June 30,2008 unless SDMSE is awarded a new contract after a competitive bidding process. SDMSE made 

a profit distribution to its partners of $455 during fiscal year 2006. 

Cilv of San Dieoo and Padres L.P. 

On February 1, 2000, the City entered into a Joint Use and Management Agreement (Agreement) with the San Diego 

Padres baseball team (Padres) governing the rights and duties of the City and Padres with respect to the use and 

operation of the new Petco Park Ballpark Facility (Facility). The Facility was completed and operational in April 2004. 

The City and Padres jointly own the facility; the Padres having a 30% divided interest based upon the original Facility 

cost estimate of $267,500 (or $80,250) with the City owning 70% which is capitalized on the City's books. The City 

and the Padres have agreed upon the schedule of items and components that constitute the Padres' divided 

ownership, and the value of that divided ownership may vary from (but does not exceed) 30% due to the calculation of 

cost overruns for the Ballpark. Following termination of any occupancy agreement for the Ballpark, the Padres' 

ownership interest will automatically transfer to the City. Under the terms of the Agreement, the Padres are 

responsible for Facility operation and management, including maintenance, repairs and security required to preserve 

its condition. The City is responsible for paying certain expenses associated with the operation and maintenance of the 

Facility, up to a maximum of $3,500 per year, subject to certain inflationary adjustments. 
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22. SUBSEQUENT EVENTS (In Thousands) 

On July 3, 2006, the City privately placed a fiscal year 2006-2007 Tax Revenue Anticipation Note in an amount not to 

exceed $142,000, to meet certain general fund cash flow needs of the City. The fiscal year 2006-2007 Tax Revenue 

Anticipation Note was repaid in August 2007. 

On July 13, 2006, Ihe City issued, on a private placement basis, $16,000 of Community Facilities District No. 3 Special 

Tax Bonds to finance public improvemenls required in connection with the district. The Series 2006 A bonds were 

issued pursuant to the Mello-Roos Community Facilities Act of 1982 and are limited obligations of the district. The 

bonds were structured as five term bonds, and were issued on a fixed rale basis. The fixed rale on the term bonds 

range from 5.0% to 5.75%, and the final maturity date is September 1, 2036. 

On August 6,2006 a lawsuit was filed following a water main break which caused flooding along a private street in the 

Colony Hills Homeowners Association (HOA) in La Jolla. Claimants allege the water main failure caused soil 

subsidence, hillside failure, road failure and diminished property-values of 40 HOA homes. In the event of an adverse 

ruling, the liability facing the City is estimated to be in the range of $0 - $40,000. 

On August 6, 2006 a lawsuit arose foiiowing a (raffic accident between plaintiffs and a San Diego Poiice officer, in the 

event of an adverse ruling, the liability facing the City is estimated to be in the range of $0 - $1,500. 

On October 17, 2006, the City Council authorized the 2rid and 3^ Amendments to the Master Lease Agreement with 

Banc of America Leasing and Capital, LLC. The 2nd Amendment to the Master Lease Agreement authorizes the lease-

purchase of Motive Equipment in an amount not to exceed $6,800. The 3r().Amendfnent to the Master Lease 

Agreement authorizes the lease-purchase of Fire Apparatus in an amount not to exceed $2,550. 

• On October 2, 2006, Ace Properties entered into an inverse condemnation case against the City of San Diego. In the 

event of an adverse ruling, the liability facing the City is estimated to be in the.range of $0 - $3,000. 

On October 31, 2006, the Redevelopment Agency of the City of San Diego issued a non-revolving line of credit with 

Bank of America, N.A. for an aggregate amount of $10,000, comprised of a tax-exempt commitmenl of $7,534 and a 

. taxable commitment of $2,466. The line of credit is to be used to refinance the North Park Theatre, to pay sums of 

settlement of eminent domain actions relating to the North Park Redevelopment Area and for other redevelopment 

activities in the North Park Redevelopment Area. The interest rate on the tax-exempl advances will be at a rate per 

year equal to 62.347% of the LIBOR Rate plus .90% and the interest rate on the taxable advances will be at a rate per 

year equal to the LIBOR Rate plus 1.20%, unless the Agency elects lo have any of the tax-exempt or taxable advances 

bear interest at a rate based on the Bank's Prime Rate. The maturity date will be November 1, 2008, unless the 

Agency issues bonds, notes or other obiigations for the North Park Project Area prior to the maturity date: 

On December 1, 2006, the Govemmental Accounting Standards Board issued GASB 49. Reflecting its intention to 

ensure that costs and liabilities not specifically addressed by current governmental accounting standards are included 

in financial reports, the GASB issued a standard that will require state and local governments to provide the public with 

more extensive information about the financial impact of environmental cleanups effective for financial statements 

issued for fiscal year 2009. The City has not at-this time determined the impact of this accounting standard on its 

financial statements. 

On January 9,2007, the City Council authorized the Mayor to execute a fifteen-year loan agreement with the California 

Energy Resources Conservation and Developmeni Commission in the amount of $2,227 at the rate of 4.5% interesl, to 

upgrade mechanical and electrical systems at multiple City facilities to more energy efficienl systems. The effective 
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date of the loan agreemenl or the date that the loan agreement was executed by both parties was March 3,2007. 

On January 30, 2007, the Public Facilities Financing Authority ofthe Cily of San Diego issued, on a privale placement 

basis, $57,000 of Non-Transferable Subordinated Water Revenue Notes to finance upgrades to and expansion of the 

City's water system and to reimburse for previous costs incurred. The Series 2007A Notes are secured by and 

payable solely from net system revenues of the Water Utility Fund. The 2007A Notes bear an interest rale of 4.06%, 

and the maturity date is January 30, 2009. 

On March 7, 2007, Grace Church of North County filed a claim against the City alleging State and Federal 

constitutional violations arising from the City's approval of a five year permit instead of the requested ten year permit. 

In the event of an adverse ruling, the liability facing the Cily is estimated to be in the range of $0 - $2,000. 

On March 12, 2007, the Public Facilities Financing Authority of the City of San Diego issued, on a private placement 

basis, $156,560 of Lease Revenue Refunding Bonds to refund the'existing Pubiic Facilities Financing Authority 

• Ballpark Lease Revenue Bonds, Series 2002. The Series 2007A Bonds are secured by and payable solely from base 

rental payments payable under the Ballpark Facility Lease. Such base rental payments are a general fund obligation of 

the City. The interesl rales range from 5.0% to 5.25%, and the final maturity date is February 15, 2032, 

On March 21, 2007, the City received a State Revolving Fund Loan disbursement from the State of California Water 

Resources Control Board totaling $3,858 for the Point Loma Fourth Sludge Pump Modifications Project. The 

repayment period for the loan is 20 years, which begins one year after the completion of the project. The City is 

required to provide a 16.667% match for the loan, resulting in an effective interest rate of 2.42%. 

On March 27, 2007, the Council authorized a Master Lease Agreement with Koch Financial Corporation for the lease-

purchase of Motive Equipment and Pubiic Safety Equipment in an amount not to exceed $14,600. 

On May 7,2007, the Public Facilities Financing Authority of the City of San Diego issued, on a private placement basis, 

$223,830 of Subordinate Sewer Revenue Notes,- Series 2007 to finance and reimburse for previous costs incurred 

from upgrades to the City's sewer system and to refund the outstanding balance on the Series 2004 Subordinated 

Bonds in the amount of $144,400. The Series 2007 Notes are secured by and payable solely from net system 

revenues ofthe Sewer Utility Fund. The notes bear an interest rate of 5.00%, and the maturity date is May 15,2009. 

On May 15, 2007, the Council authorized a Master Lease Agreement with IBM Credit LLC for the lease-purchase of 

the Enterprise Resource Planning System in an amount not to exceed $29,500, 

On July 2, 2007, the City privately placed a fiscal year 2007-2008 Tax Revenue Anticipation Note in an amount not to 

exceed $115,000 to meet general fund cash flow needs of the City. The City borrowed $116,000 on July 2, 2007 on a 

13 month term. 

On July 12, 2007, the Public Facilities Financing Authority issued $17,230 Series 2007A taxable pooled financing 

bonds for Southcrest, Central Imperial and Mount Hope Redevelopmenl Projects and $17,755 Series 2007B tax-

exempt pooled financing Bonds for Southcrest and Central Imperial Redevelopment Projects. The Series A and Series 

B together were issued to make loans to the Redevelopment Agency of the City of San Diego to be used for financing 

and refinancing redevelopment activities in the Southcrest, Central imperial and Mount Hope Redevelopment Project 

Areas. The issuance was through a public offering. The Series 2007 A and 2007 B Bonds are secured by a Loan 

Agreement and a Second Supplemental Trust Agreement (Central Imperial Redevelopment Project Area) and a Third 

Supplemental Trust Agreemenl (Southcrest Redevelopment Project Area) and a Fourth Supplemental Trust 

-Agreement (Mount Hope Redevelopment Area) and are payable solely from the tax increment revenues derived from 
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each projeci area. The fixed rale on the lerm bonds range from 4.0% to 6.65%', and the final maturity dale is October 1, 

2037. 

On Juiy 26, 2007, the Redeveiopment Agency of the City of San Diego executed six separate non-revolving secured 

three-year term taxable and tax-exempt lines of credit with San Diego National Bank. Four taxable lines of credit are for 

affordable housing in North Park, City Heights, North Bay and Naval Training Center (NTC) Redevelopment Project 

Areas for an-aggregate of $34,000, The two additional lines of credit are for non-housing or general purpose for Cily 

Heights, which is a taxable line of credit of $20,000 and NTC Redevelopment Project, which is taxable for $5,000 and 

tax-exempt for $10,000. The Agency may elect to have the taxable advance bear interest at a fixed rate equal to the 

United States Three-Year Treasury Constant Maturities Index plus 1.90%, which will remain fixed for the entire period 

of such advance or elect to have the interest set at a fixed rate equal to the One-Month LIBOR Rate plus 1.10%. Tax-

exempl advances will bear interest at a fixed rate determined by adding .70% to the product of the One-Month LIBOR 

Rate multiplied by 90%. Interest will be payable' quarterly in arrears along with a .45% per annum loan fee on the 

unused commitment. Principal is due at maturity with no prepayment penalty. 

On September 28, 2007, several current firefighters for the Cily of San Diego filed suit against the City of San Diego 

Fire Department alleging sexual harassment, failure to prevent harassment, retaliation, emotional distress and violation 

of freedom of speech experienced during the 2007 Gay Pride Parade in San Diego. In the event of an adverse ruling, 

the liability facing the Cityis estimated to be in the range of $0 - $3,000. 

On October 3, 2007 there was a landslide in La Jolla on Soledad Mountain Road. The cause of the landslide is under 

investigation by a geological consulting group, and has not been identified as of the issuance of this report. 

On October 21, 2007, multiple wild fires began burning throughout the county of San Diego. Fueled by dry Santa Ana 

winds, these fires prompted the evacuation of an estimated 500,000 residents. As of the issuance of this report, the 

City estimates thai the fire related costs are approximately $24,000. The City has received cash advances of $4,800 to 

reimburse a portion of these costs and expects to receive additional reimbursements from federal and state agencies 

and other sources ranging from $0 - $16,000. 

On January 18, 2008, the City Council approved, by majority vote, to enter into a plan to pre-fund expenses related to 

other post employment benefits. The plan, administered by CalPERS, requires the City to pre-fund the plan in an 

amount not less than $5,000 annually; however, the City intends to make annual contributions to the plan in an amount 

. not less than 50% of the Annual Required Contribution, as calculated by an actuary of the City's choice. 

On February 28, 2008, the Public Facilities Financing Authority of the City of San Diego issued, on a private placement 

basis, $150,000 of Subordinated Water Revenue Notes to finance the acquisition and construction of the City's waler 

system and to reimburse for previous costs incurred. The Series 2008A Notes are secured by and payable solely from 

net system revenues of the Water Utility Fund. The 2008A Notes bear an interest rate of 3.28%, and the maturity date 

is August 28, 2009. 
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Required Supplementary Information 

(Unaudited) 

Pension Trust Funds Analysis of Funding Progress 

The following table shows the funding progress of the fuil City's portion of SDCERS (excluding the Port and the Airport) for the 

last three fiscal years (in thousands): 

Actuarial 

Valuation 

Date 

6/30/2004 

6/30/2005 

6/30/2006 

Actuarial Value of 

Assets 

(a) 

$ '2,628,680 

2,983,080 

3,981,932 

Actuarial 

Accrued 

Liability " 

PUC* 

(b) 

$ 4,077,833 $ 

• 4,436,017 

4,982,700 

UAAL" 

(b-a) 

1,449,153 

1,452,937 

1,000,768 

Funded 

' Rat io" 

(a*) 

64.46% $ 

67.25% 

79.92% 

Covered 

Payroll 

(c) 

540,181 

557,631 

534,103 

UAAL as a 

Percentage 

of Covered 

Payroll 

{(b-a)/c) 

268.27% 

260.56% 

187,37% 

1 Projected Unit Credit method used for determining actuarial accrued liability. 

" For fiscal years 2004 and 2005, the actuarial accrued liability, UAAL, and funded ratio have been adjusted to reflect the 

impact of the Corbett contingent benefit. The Actuarial Valuations provided by the actuary for these years do not include this 

contingent benefit in the funded ratio. However, the valuation prepared by the actuary for fiscal year 2006 does include the 

impact of the Corbett contingent benefit. 
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Cityof San Diego 

Pledged-Revenue Coverage - Water Bonds (Unaudited) 

Last Ten Fiscal Years (In Thousands) 

Fiscal Year 

Ended 

June 30 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

Total 

Income 

$ 210,490 

255,736 

255,974 

261,333 

256,968 

267,649 

294,904 

303,453 

Total 

Expenses 

$ 195,407 

213,358 

. 214,056 

222,104 

226,058 

232,193 

234,392 

242,180 

Net System 

Revenue 

$ 15,083 

42,378 

41,918 

39,229 

30,910 

35,456 

60,512 

61,273 

Less: Interest 

Earnings on 

Reserve Fund -

Parity Obligations 

$ • (884) 

-

(54) 

(3,444) 

(1,305) 

(1,296) 

(1,262) 

(1,228) 

Adjusted 

Net System 

Revenue 

$ 14,199 

42,378 

41,864 

35,785 

29,605 

34,160 

59,250 

60,045 

Note: The Water Utility had no bonded debt for fiscal years 1997-1998. 

Source: previously published CAFR Reports (2004-05 and prior) 
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Table 13-1 

Principal 

5 . 

-

-' 

6,780 

7,055 

7,345 

7,645 

7,965 

Interest 

$ 9,365 

18,730 

18,730 

18,594 

16,308 

14,010 

13,710 

13.390 

Debt Service 

$ 

Total 

9,365 

18,730 

18,730 

25,374 

23,363 

21,355 

21,355 

21,355 

Less: Parity 
Interest 

Earnings 

$ (884) 

-

(54) 

(3,444) 

(1,305) 

(•1,296) 

(1,262) 

(1,228) 

Adjusted 
Debt 

Service 

$ 8,481 

18,730 

18,676 

21,930 

22,058 

20,059 

20,093 

20,127 

Adjusted 
Debt Service 

Coverage 

1.67 

2.26 

2.24 

1.63 

1.34 

1.70 

2.95 

2.98 
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APPENDIX E 

SUMMARV OF PRINCIPAL LEGAL DOCUMENTS 

The following is a summary of certain definitions and provisions set forth in the 
Indenture, the Amended and Restated Master Installment Purchase Agreement, the 2009A 
Supplement to the Master Installment Purchase Agreement and the Assignment 
Agreement relating to the Series 2009A Bonds. The Series 2009A Bonds are described in 
this Summary as the "2009A Bonds." These summaries do not purport to be 
comprehensive, and reference should be made to such documents for a full and complete 
statement of such definitions and provisions. Copies of these documents are available from 
the Trustee. 

INDENTURE 

The Indenture sets forth ceitain tenns ofthe Bonds, the nature and extent ofthe security 
for the Bonds, the rights ofthe Owners ofthe Bonds, rights, duties and immunities ofthe Trustee 
and the rights and obligations of the Authority. Certain provisions of the Indenture are 
summarized below. Other provisions are summarized in the body of this'Official Statement 
under the captions, "DESCRIPTION OF THE SERIES 2009A BONDS" and "SECURITY. AND 
SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS." Capitalized terms used in 
connection with the Indenture but not defined below have the meanings ascribed thereto in the 
body of this Official Statement; certain capitalized terms are defined herein followmg the 
description of the Indenture, in connection with the description of the Installment Purchase 
Agreement. The term "Bonds" initially refers to the Series 2009A Bonds. 

Selected Definitions 

Additional Bonds 

The term "Additional Bonds" means those Bonds authorized and issued hereunder on a 
parity with the 2009A Bonds, in accordance with Indenture. 

Authorized Denominations 

The term "Authorized Denominations" means, with respect to the Bonds, S5,000 and any 
integral multiple thereof and with respect to any Additional Bonds, the authorized denominations 
specified in a Supplemental Indenture related to such Additional Bonds. 

Beneficial Owners 

The term "Beneficial Owners" means those individuals, partnerships, corporations or 
other entities for whom the Participants have caused the Depository to hold Book-Entry Bonds. 

Board 

The tenn "Board" means the Board of Commissioners ofthe Authority. 

70397729.3 E - l 

00964 



Bond Counsel 

The temi "Bond Counsel" means a finn of attorneys that are nationally recognized as 
experts in the laws governing and relating to municipal finance. 

Bond Law 

The tenn "Bond Law" means the Marks-Roos Local Bond Pooling Act of 1985, as 
amended, being Section 6584 et seq. ofthe Govemment Code ofthe State. 

Book-Entry Bonds 

The temi "Book-Entry Bonds" means Bonds executed and delivered under the book-
entry system described in the indenture. 

Business Day 

The tenn "Business Day" means a day of the year other than Saturday or Sunday, or a 
day on which banking institutions located in Califomia are required or authorized to remain 
closed, or on which the New York Stock Exchange is closed. If the date for making any 
payment or the last date for performance of any act or the exercising of any right, as provided in 
the Indenture, shall not be a Business Day, such payment may be made or act performed or right 
exercised on the next succeeding Business Day, with the same force and effect as if done on the 
nominal date provided in the Indenture, and, unless otherwise specifically provided in the 
Indenture, no interest shall accrue for the period from and after such nominal date. 

Certificate ofthe Authoritv 

The temi "Certificate of the Authority" means an instrument in writing signed by the 
Chair, the Vice Chair or the Secretary of the Authority, or by any other officer of the Authority 
duly authorized by the Authority for that purpose. If and to the extent required by the provisions 
of the Indenture, each Certificate of Authority shall include the statements provided for in the, 
Indenture. 

Certificate ofthe Citv 

The term "Certificate of the City" means an instrument in writing signed by the Chief 
Financial Officer, the Chief Operating Officer or any oftheir respective designees. 

Charter 

The tenn "Charter" means the Charter of the City as it now exists or may be amended, 
and any new or successor Charter. 

Closing Date 

The temi "Closing Date" means any date upon which a Series of Bonds is purchased; the 
temi "2009A Closing Date" means [January _ , ] 2009. 
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Code 

The tenn "Code" means the Intemal Revenue Code of 1986, as amended, and the 
regulations thereunder, and any successor laws or regulations. 

Components; Refunded Components. 

The tenn "Components" means components of the Project for which the City makes 
Installment .Payments or Subordinated Installment Payments pursuant to any Supplement. The 
tenn "Refunded Components" means the Components originally financed with the proceeds of 
the Refunded Certificates and the Series 2007A Subordinated Notes, which are being refunded 
with the proceeds of sale ofthe 2009A Bonds. 

Comptroller 

The tenn "Comptroller" means the Comptroller ofthe City. 

Corporate Trust Office ofthe Trustee 

The tenn "Corporate Trust Office ofthe Trustee" ineans the corporate trust office ofthe 
Trustee at the address set forth in the Indenture or such other or additional offices as may be 
specified to the Authority by the Tmstee in writing. 

Costs of Issuance 

The term "Costs of Issuance" means all items of expense directly or indirectly payable by 
or reimbursable to the City, the Corporation or the Authority relating to the issuance, sale and 
delivery of any Bonds hereunder, including but not limited to, costs of preparation and 
reproduction of documents; fees and expenses ofthe Feasibility Consultant; fees and expenses of 
the Authority (including its counsel); expenses of City, Authority and Corporation staff; fees of 
the City's Financial Advisor; initial fees, expenses and charges of the Tmstee (including its 
counsel); Rating Agency fees; Underwriters' discount; legal fees and charges of Bond Counsel, 
Disclosure Counsel, Underwriters' counsel, and the City Attomey; and any other cost, charge or 
fee in connection with the issuance and delivery ofthe Bonds. 

Costs of Issuance Account 

The tenn "Costs of Issuance Account" means the account by that name established within 
the Acquisition Fund under the Indenture, for the payment of Costs of Issuance. 

Depository 

The tenn "Depository" means the securities depository acting as Depository pursuant to 
the Indenture. 
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DTC 

The temi "DTC" means The Depository Tmst Company, New York, New York, and its 
successors. 

Event of Default 

The term "Event of Default" shall have the meaning set forth in the Indenture, as 
described below. 

Feasibility Consultant 

The term "Feasibility Consultant" means the consultant who, or whose finn, provides 
services to the City respecting the future ability of Project components being acquired, installed 
or constmcted with proceeds of sale ofthe Bonds to generate sufficient Net System Revenues to 
pemiit the City to incur Additional Obligations, as set forth in the Agreement. 

Federal Securities 

The term "Federal Securities1' means the following securities: 

(1) United States Treasury Bills, bonds, and notes for which the full faith and credit 
ofthe United States are pledged for payment of principal and interest; 

(2) Direct senior obligations issued by the following agencies of the United States 
Govemment: the Federal Farm Credit Bank System, the Federal Home Loan Bank 
System, the Federal National Mortgage Association, the Federal Home Loan Mortgage 
Corporation and the Tennessee Valley Authority; 

i 

(3) Mortgage Backed Securities (except stripped mortgage securities) issued by the 
Federal National Mortgage Association, the Federal Home Loan Mortgage Corporation 
and the Govemment National Mortgage Association; and 

(4) United States Treasury Obligations, State and Local Govemment Series. 

Fiscal Year 

The temi "Fiscal Year" means the fiscal year of the Authority which, as of the date 
hereof, is the period from July 1 to and including the following June 30. 

Fitch 

The tenn "Fitch" means Fitch Ratings and its successors, and if such company shall for 
any reason no longer perfomi the functions ofa securities rating agency, "Fitch" shall be deemed 
to refer to any nationally recognized securities rating agency designated by the Authority and the 
City. 
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Information Services 

Infonnation Services being Financial Infomialion, Inc.'s "Daily Called Bond Sen'ice," 
30 Montgomery Street, 10th Floor, Jersey. City, New Jersey 07302, Attention: Editor; Moody's 
"Municipal and Government," 99 Church Street, 8th Floor, New York, New York 10007, 
Attention: Municipal News Reports; and Xcitek's "Called Bond Sen'ice," 5 Hanover Square, 
New York, New York 10004, Attention: Bond Redemption Group; provided, however, in 
accordance with then current guidelines of the Securities and Exchange Commission, 
Information Services shall mean such other organizations providing infonnation with respect to 
called bonds as the Authority may designate in writing to the Trustee. 

Interest Account 

The tenn "Interest Account" means the account by that name established under the 
Indenture. 

Interest Pavment Date 

The term "Interest Payment Date" means August 1, 2009, and each Febmary 1 and 
August 1 thereafter until the Bonds are paid or redeemed in full. 

Letter of Representations 

The temi "Letter of Representations" means the letter ofthe Authority delivered to and 
accepted by the Depository on or prior to the delivery ofany Book-Entry Bonds setting forth the 
basis on which the Depository serves as depository for such Book-Entry Bonds, as originally 
executed or as it may be supplemented or revised or replaced by a letter to a substitute 
Depository. 

Moody's 

The tenn "Moody's" means Moody's Investors Sen'ice, a corporation organized and 
existing under the laws ofthe State of Delaware, and its successors, and if such corporation shall 
for any reason no longer perform the functions ofa securities rating agency, "Moody's" shall be 
deemed to refer to any other nationally recognized securities rating agency designated by the 
Authority and the City. 

Nominee 

The term "Nominee" means the nominee of the Depository, which may be the 
Depository", as detemiined from time to time pursuant to the Indenture. 

Outstanding 

The temi "Outstanding," when used as of any particular time with reference to Bonds, 
•means (subject to the provisions ofthe Indenture) all Bonds theretofore or thereupon executed by 
the Authority and authenticated and delivered by the Tmstee pursuant to the tenns hereof, 
except; 
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.(1) Bonds theretofore cancelled by the Trustee or sun-endered to the Trustee for 

cancellation; 

(2) Bonds paid or deemed to have been paid within the meaning ofthe Indenture; 

(3) Bonds beneficially owned by the City or the Authority; and 
(4) Bonds in lieu ofor in substitution for which other Bonds shall have been executed 
by the Authority and authenticated and delivered pursuant to the tenns ofthe Indenture. 

Outstanding Parity Obligations 

The term "Outstanding Parity Obligations" means the outstanding principal amount of 
the San Diego Facilities and Equipment Leasing Corporation Certificates of Undivided Interest 
(In Installment Payments Payable from the Net System Revenues of the Water Utility Fund of 
the City of San Diego) Series 1998, following the refunding described in this Official Statement. 

Outstanding Subordinated Bonds 

The temi "Outstanding Subordinated Bonds" means the outstanding principal amount of 
the Public Facilities Financing Authority ofthe City of San Diego Subordinated Water Revenue 
Bonds, Series 2002 (Payable Solely From Subordinated Installment Payments Secured By Net 
System Revenues ofthe Water Utility Fund). 

Outstanding Subordinated Notes 

The term "Outstanding Subordinated Notes" means the Public Facilities Financing 
Authority ofthe City of San Diego Subordinated Water Revenue Notes, Series 2008 A (Payable 
Solely From Subordinated Installment Payments Secured By Net System Revenues ofthe Water 
Utility Fund). 

Owner 

The term "Owner" means any Person who shall be the registered owner of any 
Outstanding Bond, as shown on the registration books required to be maintained by the Trustee 
pursuant to the Indenture. 

Parity Obligations 

The term "Parity Obligations" means any Obligations payable from Net System 
Revenues that are secured by a first priority lien.on Net System Revenues and are senior in 
priority to payment of Subordinated Installment Payments. 

Participants 

The term "Participants" means those broker-dealers, banks and other financial institutions 
from time to time for which the Depository holds Book-Entry Bonds as securities depository. 
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Pavment Fund 

The tenn "Payment Fund" means the ftmd by that name established under the Indenture. 

Permitted Investments 

The temi "Pennitted Investments" means any of the following to the extent then 
pennitted by law and the Indenture: 

(1) . Federal Securities; 

(2) Obligations of any state, territory or commonwealth of the United States of 
America or any political subdivision thereof or any agency or department of the 
foregoing; provided, that at the time oftheir purchase such obligations are rated "AAA" 
by two Rating Agencies; 

(3) Bonds, notes, debentures or other evidences of indebtedness issued or guaranteed 
by any corporation which are, at the time of purchase, rated by each Rating Agency in 
their respective highest short-term rating categories, or, if the term of such indebtedness 
is longer than three years, rated "AAA" by two Rating Agencies; 

(4) Taxable commercial paper or tax-exempt commercial paper with a maturity of not 
more than 270 days, rated "Al/Pl/Fl" by two Rating Agencies; 

(5) Deposit accounts or certificates of deposit, whether negotiable or non-negotiable, 
issued by a state or national bank (including the Tmstee) or a state or federal savings and 
loan association or a'state-licensed branch of a foreign bank; provided, however, that 
such certificates of deposit or deposit accounts shall be either (a) continuously and fiilly 
insured by the Federal Deposit Insurance Corporation; or (b) have maturities of not more 
than 365 days (including certificates of deposit) and are issued by any state or national 
bank or a state or federal savings and loan association, the short-term obligations of 
which are rated in the highest short temi letter and numerical rating category by two 
Rating Agencies; 

(6) Bills of exchange or time drafts drawn on and accepted by a commercial bank, 
otherwise known as bankers acceptances, which bank has short-tenn obligations 
outstanding which are rated by two Rating Agencies in their respective highest short-term 
rating categories, and which bankers acceptances mature not later than 180 days from the 
date of purchase; 

(7) Any repurchase agreement with any bank or tmst company organized under the 
laws ofany state ofthe United States or any national banking association (including the 
Trustee), or a. state-licensed branch of a foreign bank, having a minimum permanent 
capital of one hundred million dollars ($100,000,000) and with short-tenn debt rated by 
two Rating Agencies in their respective three highest short-term rating categories or any 
govemment bond dealer reporting to, trading with, and recognized as a primary dealer by, 
the Federal Reserve Bank of New York, which agreement is secured by any one or more 
ofthe securities and obligations described in clause (1) ofthis definition, which shall 
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have a market value (valued at least weekly) not less than 102% ofthe principal amount 
of such investment and shall be lodged with the Tmstee, the Treasurer or other fiduciary, 
as custodian for the Tmstee. by the bank, tmst company, national banking association or 
bond dealer executing such repurchase agreement. The entity executing each such 
repurchase agreement required to be so secured shall furnish the Tmstee with an 
undertaking satisfactory to it that the aggregate market value of all such obligations 
securing each such repurchase agreement (as valued at least weekly) will be an amount 
equal to 102% the principal amount of such repurchase agreement and the Trustee shall 
be entitled to rely on each such undertaking; 

(8) Any cash sweep or similar account arrangement ofor available to the Trustee, the 
investments of which are limited to investments described in clauses (1), (2) and (7) of 
this definition and any money market fund, the entire investments of which are limited to 
investments described in clauses (1), (2) and (7) ofthis definition and which money 
market fund is rated in their respective highest rating categories by two Rating Agencies; 

(9) Any guaranteed investment contract, including forward delivery agreements 
("FDAs") and forward purchase agreements ("FPAs"), with a financial institution or 
insurance company which has at the date of execution thereof an outstanding issue of 
unsecured, uninsured and unguaranteed debt obligations or a claims-paying ability rated 
within the two highest rating caiegories of two or more Rating Agencies. Only Pennitted 
Investments described in clause (1) above and having maturities equal to or less than 30 
years from their date of delivery will be considered eligible for any 
collateralization/delivery purposes for guaranteed investment contracts, FDAs or FPAs; 

(10) Certificates, notes, warrants, bonds or other evidence of indebtedness ofthe State 
or of any political subdivision or public agency thereof which are rated in the highest 
short-term rating category or within one of the three highest long-term rating categories 
of two Rating Agencies (excluding securities that do not have a fixed par value and/or 
whose terms do not promise a fixed dollar amount at maturity or call date); 

(11) For amounts less than $10,000, interest-bearing demand or time deposits 
(including certificates of deposit) in a nationally or state-chartered bank, or a state or 
federal savings and loan association in the State, fiilly insured by the Federal Deposit 
Insurance Corporation, including the Tmstee or any affiliate thereof; 

(12) Investments in taxable money market funds or portfolios restricted to obligations 
with an average maturity of one year or less and which funds or portfolios are rated in 
either of the two highest rating categories by two Rating Agencies or have or are 
portfolios guaranteed as to payment of principal and interest by the full faith and credit of 
the United States of America; 

(13) Investments in the City's pooled investment fund; 

(14) Investments in the Local Agency Investment Fund created pursuant to 
Section 16429.1 ofthe Government Code ofthe State: 
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(15) Shares of beneficial interest in diversified management companies investing 
exclusively in securities and obligations described in clauses (1) through (12) ofthis 
definition and which companies are rated in their respective highest rating categories by 
two Rating Agencies or have an investment advisor registered with the Securities and 
Exchange Commission with not less than five years' experience investing in such 
securities and obligations and with assets under management in excess of five hundred 
million dollars ($500,000,000); and 

(16) Shares in a California common law tmsl established pursuant to Title 1, 
Division 7, Chapter 5 ofthe Government Code ofthe State which consists exclusively of 
investments permitted by Section 53601 of Title 5, Division 2, Chapter 4 of the 
Govemment Code ofthe State, as it may be amended. 

Person 

The term "Person" means any legal entity or natural person, as the context may require. 

Pre-Refunded Municipals 

The term "Pre-Refunded Municipals" means any bonds or other obligations of any state 
of the United States of America or ofany agency, instrumentality or local govemmental unit of 
any such state which are not callable at the option ofthe obligor prior to maturity or as to which 
irrevocable instructions have been given by the obligor to call on the date specified in the notice. 

Principal Account 

The term "Principal Account" means the account of that name established under the 
Indenture. 

Principal Pavment Date 

The term "Principal Payment Date" means each August 1, commencing August 1, 2 0 _ 
through and including August 1, 2038. 

Proiect 

The term "Project" means the acquisition, constmction, installation and improvements to 
the Water System described in Exhibit A lo the Agreement and as modified with respect to 
Components in conformance with the Agreement. 

Purchase Price 

The tenn "Purchase Price" means the principal amount plus interest thereon owed by the 
City under the terms ofthe Agreement as provided in the Indenture thereof and as specified in a 
Supplement. 
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Rating Agencv 

The tenn "Rating Agency" means Fitch, Moody's or S&P. 

Rebate Fund 

The term "Rebate Fund" means the fund by that name created under the Indenture and 
any other accounts thereunder. 

Record Date 

The tenn "Record Date" means the fifteenth day of the calendar month immediately 
preceding an interest Payment Date, whether or not such day is a Business Day. 

Redemption Account 

The temi "Redemption Account" means the account by that name established under the 
Indenture. 

Refunded Certificates 

The term "Refunded Certificates" means those maturities ofthe San Diego Facilities and 
Equipment Leasing Corporation Certificates of Undivided Interesl (In Installment Payments 
Payable from the Net System Revenues of the Water Utility Fund of the City of San Diego) 
Series 1998 to be refunded with a portion of the proceeds of the 2009A Bonds. 

Refunded Obligations 

The tenn "Refunded Obligations" means the Refunded Certificates and the Series 2007A 
Subordinated Notes paid or called and refunded with portions ofthe proceeds ofthe Bonds. 

Representative 

The tenn "Representative" means Morgan Stanley & Co. Incorporated, as representative 
ofthe several Underwriters ofthe 2009A Bonds. 

Requisition 

The term "Requisition" ineans a requisition form, by which the City shall withdraw 
moneys from the Acquisition Fund or the Costs of Issuance Account. 

[Reserve Fundi 

[The tenn "Reserve Fund" means the fund by that name established under the Indenture, 
in which the Resen'e Requirement shall beheld and invested.] 
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IReserve Requirement: 2009A Reserve Requirement! 

. [The term "Resen'e Requirement" means, as ofany date of calculation, the least of (i) ten 
percent (10%) ofthe proceeds (within the meaning of section 148 ofthe Code) ofthe Bonds; 
(ii) 125% of average annual debt sen'ice on the then-Outstanding Bonds; or (iii) the Maximum 
Annual Debt Sendee for that and any subsequent year. [The tenn "2009A Reserve 
Requirement" shall mean, initially, the sum of $ .] Upon early redemption ofany of 
the Bonds, the Authority, at the request of the City, may request the Trustee lo recalculate and 
reduce any Reserve Requirement, whereupon any excess in the Reserve Fund over and above 
such Resen'e Requirement shall be transferred to the Payment Fund.] 

Revenues 

The term "Revenues" means all Series 2009A Installment Payments received by or due to 
be paid to the Corporation pursuant to the 2009A Supplement, and the interest or profits from the 
investment of money in any account or fund (other than the Rebate Fund) pursuant to the 
Indenture. 

S&P 

The term "S&P" means Standard & Poor's Ratings Group, a division of The McGraw-
Hill Companies, Inc., a corporation organized and existing under the laws ofthe State of New 
York, and its successors, arid if such corporation shall for any reason no longer perform the-
functions of a securities rating agency, "S&P" shall be deemed to refer to any other nationally 
recognized securities rating agency designated by the Authority and the City. 

Securities Depository 

The term "Securities Depository" means The Depository Tmst Company, 55 Water 
Street, 50th Floor, New York, N.Y. 10041-0099 Attn. Call Notification Department, Fax (212) 
855-7232, or, in accordance with then-current guidelines of the Securities and Exchange 
Commission, such other securities depositories, or no such depositories, as the Authority may 
indicate in a Written Request ofthe Authority delivered to the Tmstee. 

Series 2007A Subordinated Notes 

The term "Series 2007A Subordinated Notes" means the Public Facilities Financing 
Authority of the City of San Diego Non-Transferable Subordinated Water Revenue Notes, 
Series 2007A (Payable Solely From Subordinated Installment Payments Secured By Net System 
Revenues ofthe Water Utility Fund), in the original principal amount of $57,000,000. 

Series 2008A Subordinated Installment Payments 

The term "Series 2008A Subordinated Installment Payments" means the Series 2008A 
Subordinated Installment Payments specified in Section 4.01 ofthe 2008A Supplement. 
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Series 2008A Subordinated Notes 

The term "Series 2008A Subordinated Notes" ineans the Public Facilities Financing 
Authority ofthe City of San Diego Subordinated Water Revenue Notes, Series 2008A (Payable 
Solely From Subordinated Installment Payments Secured By Net System Revenues ofthe Water 
Utility Fund), in the original principal amount of $150,000,000. 

State 

The term "State" means the State ofCalifomia. 

Subordinated Installment Payments 

The tenn "Subordinated Installment Payments" means Installment Payments that are 
Subordinated Obligations (as defmed in the Agreement), scheduled to be paid by the City under 
and pursuant to any Supplement that has been assigned to the Tmstee (as assignee of the 
Authority) to secure any Subordinated Bonds or Notes. 

Supplement 

The term "Supplement" means a supplement providing for the paymenl of specific 
Installment Payments as the Purchase Price for Components of the Project, executed and 
delivered by the City and the Corporation. 

2007 Supplement 

The term "2007 Supplement" means the 2007A Supplement to the Agi'eement, by and 
between the City and the Corporation, dated as of January 1, 2007. 

2009A Installment Payments 

The temi "2009A Installment Payments" means those Installment Payments scheduled to 
be paid by the City under the 2009A Supplement. 

2009A Supplement 

The temi "2009A Supplement" means the 2009A Supplement to the Agreement, by and 
between the City and the Corporation, dated as of January 1, 2009. 

Supplemental Indenture 

The term "Supplemental Indenture" means any indenture supplemental hereto or 
amendatory hereof duly executed and delivered by the Authority and the Tmstee as authorized 
hereunder. 

Surety Bond 

The term "Surety Bond" means a resen'e surety bond, insurance policy, letter of credit or 
other similar instrument providing, by its tenns, a stated amount as a credit towards or in 
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satisfaction ofall or part ofthe Resen'e Requirement, which shall be held by the Trustee in tmst, 
pursuant to the Indenture. 

Tax Certificate 

The term "Tax Certificate" means the Tax Exemption Certificate delivered with respect 
to Tax-Exempt Bonds on their Closing Date. 

Tax Code 

The term "Tax Code" means the Intemal Revenue Code of 1986, as amended, and the 
Regulations promulgated by the Intemal Revenue Service pursuant thereto. 

Tax-Exempt Bonds 

The temi "Tax-Exempt Bonds" means those Bonds which, by their terms, bear interest 
that is excluded from gross income for federal income tax purposes, pursuant to the Tax Code. 

Treasurer 

The tenn "Treasurer" means the Office ofthe City Treasurer ofthe City of San Diego. 

1998 Trust Agreement 

The term "1998 Tmst Agreement" means that certain Trust Agreement, dated as of 
August 1, 1998, by and among the City, the Corporation and the 1998 Tmstee, pursuant to which 
the Refunded Certificates were executed and delivered. 

Trustee 

The term "Tmstee" means Wells Fargo Bank, National Association, a national banking 
association existing under and by virtue ofthe laws of the United States, or any other bank or 
tmst company which may at any time be substituted in its place as provided in the Indenture. 

1998 Trustee 

The tenn "1998 Trustee" means Wells Fargo Bank, National Association, as successor 
tmstee under the 1998 Trust Agreement. 

Underwriters 

The term "Underwriters" means, collectively, Morgan Stanley & Co. Incorporated, J.P. 
Morgan Securities Inc., Estrada Hinojosa, Ramirez & Co., and Siebert Brandford Shank & Co., 
LLC. 

Water Svstem 

The temi "Water System" means any and all facilities, properties, improvements and 
works at any time owned, controlled or operated by the City as part ofthe public utility system 
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ofthe City for water puiposes. for the development, obtaining, consen'ation, production, storage, 
treatment, transmission, furnishing and distribution of water and its other commodities or 
byproducts for public and private use (whether located within or outside the City), and any 
related or incidental operations designated by the City as part ofthe Water System, including 
reclaimed and re-purified water. 

Written Request ofthe Authoritv 

The tenn "Written Request ofthe Authority" means an instmment in writing signed by 
the Chair, the Vice Chair, or the Secretary of the Authority, or by any other officer or 
Commissioner ofthe Board duly authorized by the Authority for that purpose. 

Written Request ofthe Citv 

The tenn "Written Request of the City" means an instrument in writing signed by the 
Chief Operating Officer, the Chief Financial Officer or any of their respective designees, or by 
any other official ofthe applicable administrative departments ofthe City duly authorized by the 
City for that purpose. 

Establishment of Funds; Deposit and Application 

Establishment of Funds and Accounts. 

(a) The Authority shall cause the City to establish and maintain a special tmst 
fund to be held by the Treasurer designated the "City of San Diego Water System Improvement 
Project Acquisition Fund -r 2009A Bonds" (the "Acquisition Fund"), within which the Treasurer 
shall establish the Costs of Issuance Account. 

' (b) The Trustee shall establish and maintain the Payment Fund, including the 
Interest Account, the Principal Account, and the Redemption Account. 

(c) [The Trustee shall also establish and maintain the Reserve Fund, and 
within the Reserve Fund, the 2009A Reserve Account.] 

Use of Moneys in Acquisition Fund. The Acquisition Fund shall initially be 
unfunded, except for a deposit to pay Costs of Issuance The Treasurer shall hold moneys in the 
Costs of Issuance Account within the Acquisition Fund and the Comptroller shali disburse 
moneys therefrom to pay Costs of Issuance with respect to the 2009A Bonds. Such 
disbursements shall be made from time to time upon receipt of Requisitions ofthe City on behalf 
ofthe Authority substantially in the form attached hereto as Exhibit B. 

(Resen'e Fund. The Reserve Fund is to be a separate fund held in trust by the 
Trustee. The Tmstee shall. receive for deposit into the Reserve Fund [the Surety Bond] 
[S ] in satisfaction of the 2009A Resen'e Requirement. An amount equal to the 
Resen'e Requirement shall be maintained in or credited to the Reserve Fund at all times, subject 
to the provisions ofthe Indenture, and any deficiency therein shall be replenished from the first 
available Revenues pursuant to the Indenture.] 
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(a) [Moneys in or available from the Reserve Fund shall be used solely for the 
purpose of paying the principal of and interest on the Bonds, including the redemption price of 
the Bonds coming due and payable by operation of mandatory sinking fund redemption pursuant 
to the Indenture, in the event that the moneys in the Payment Fund are insufficient therefor. 
While the Surety Bond is in effect, not less than two Business Days prior to each Interest 
Payment Date, the Trustee shall ascertain the necessity for a draw upon the Surety Bond and, ifa 
draw is necessary, shall provide notice thereof to the provider ofthe Surety Bond in accordance 
with the.tenns ofthe Surety Bond at least two Business Days prior to each Interest Payment 
Date. In the event that the amount on deposit in the Payment Fund on any date is insufficient to 
enable the Trustee to pay in full the aggregate amount of principal of and interest on the Bonds 
coining due and payable, including the redemption price ofthe Bonds coming due and payable 
by operation of mandatory sinking fund redemption pursuant to the Indenture, the Tmstee shall 
withdraw the amount of such insufficiency from the Reserve Fund or make a draw upon the 
Surety Bond in the amount of such insufficiency and transfer such amount to the Payment Fund.] 

(b) [In the event that the amount on deposit in the Reserve Fund exceeds the 
Reserve Requirement on the fifteenth (15th) calendar day ofthe month preceding any Interest 
Payment Date, the amount of such excess shall be withdrawn therefrom by the Tmstee and 
transferred to (a) the Rebate Fund, to the extent required under the Indenture, or (b) the Payment 
Fund.] 

(c) [The Authority may replace all or a portion ofthe Reserve Requirement, if 
originally funded with cash, with one or more Surety Bonds. Upon deposit ofany Surety Bond 
with the Tmstee, the Tmstee shall transfer to the Acquisition Fund from amounts in the Reserve 
Fund an amount equal to the principal of the Surety Bond, which principal shall comprise the 
Reserve Requirement hereunder, or make other transfers in accordance with a Written Direction 
ofthe City.] 

[In any case where the Reserve Fund is funded with a combination of cash and a Surety 
Bond, the Tmstee shall deplete all cash balances before drawing on the Surety Bond. With 
regard to replenishment, any available moneys provided by the City shall be used first to 
reinstate the Surety Bond and second, to replenish the cash in the Reserve Fund in accordance 
with subsection (e) ofthe Indenture. In the event the Surety Bond is drawn upon, the City shall 
make payment of interest on amounts advanced under the Surety Bond after making any 
payments pursuant to the Indenture.] 

[In the event the Surety Bond is scheduled to lapse or expire, the Tmstee shall draw upon 
such Surety Bond prior to its lapsing or expiring in the full amount of such Surety Bond, make 
deposits from available Revenues to the Reserve Fund to increase the amount on deposit therein 
to the Reserve Requirement or substitute such Surety Bond with a Surety Bond that satisfies the 
requirements ofthe Indenture.] 

[In no event shall the City or the Authority be required to replace any Surety Bond 
initially delivered hereunder with a similar instmment or with cash.] 

(d) [In the event that the amount on deposit in the Reserve Fund at any time 
falls below the Reserve Requirement or in the event ofa draw on the Surety Bond deposited' 
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therein, the Tmstee shall promptly notify the City and the Authority of such fact and the Tmstee 
shall promptly (A)(i) withdraw the amount of such insufficiency from available Revenues on 
deposit in the Payment Fund, and (ii) transfer such amount to the Reserve Fund or 
(B)(i) withdraw an amount necessary to repay such drawing on the Surety Bond and related 
expenses. Repayment of draws, expenses and accmed interest (collectively, "Policy Costs") 
shall commence in the first month following each draw, and each such monthly payment shall be 
in an amount at least equal to 1/12 ofthe aggregate of Policy Costs related to such draw. No 
deposit need be made in the Reserve Fund so long as the balance therein, taken together with 
amounts available under any Surety Bond, at least equals the Reserve Requirement. Upon 
receipt of written notice from the Tmstee of a shortfall in the Reserve Fund, the City shall 
promptly transfer to the Tmstee from Net System Revenues an amount sufficient to restore the 
balance on deposit in or credited to the Reserve Fund to the Reserve Requirement and to repay 
any amounts then due to the provider ofthe Surety Bond, if any.] 

Revenues 

Pledge of Revenues. 

(a) All. Revenues and amounts on deposit in the funds and accounts 
established under the Indenture (other than amounts on deposit in the Rebate Fund) are 
irrevocably pledged to the payment of the interest on and principal of the Bonds, but only as 
provided in the Indenture, and the Revenues shall not be used for any other purpose while any of 
the Bonds remain Outstanding; provided, that out of the Revenues there may be allocated such 
sums for such purposes as are expressly permitted by the Indenture. 

(b) To secure the pledge of the Revenues contained in the Indenture, the 
Authority transfers, conveys and assigns to the Tmstee, for the benefit ofthe Owners, all ofthe 
Authority's rights under the 2009A Supplement, including the right to receive Installment 
Payments from the City, the right to receive any proceeds of insurance maintained thereunder or 
any condemnation award rendered with respect to the Refunded Components and the right to 
exercise any remedies provided therein in the event of a default by the City thereunder. The 
Tmstee hereby accepts said assignment for the benefit ofthe Owners subject to the provisions of 
the Indenture. 

(c) The Tmstee shall be entitled to and shall receive all of the 2009A 
Installment Payments, and any 2009A Installment Payments collected or received by the 
Authority shall be deemed to be held, and to have been collected or received, by the Authority as 
agent ofthe Tmstee and shall forthwith be paid by the Authority to the Tmstee. 

Receipt and Deposit of Revenues in the Payment Fund. To carry out and 
effectuate the pledge contained herein, the Authority agrees and covenants that all Revenues 
when and as received shall be received in trust hereunder for the benefit ofthe Owners and shall 
be deposited when and as received in the Payment Fund. All Revenues shall be accounted for 
through and held in tmst in the Payment Fund, and the Authority shall have no beneficial right or 
interest in any ofthe Revenues except only as herein provided., All Revenues, whether received 
by the Authority in trust or deposited with the Tmstee as herein provided, shall nevertheless be' 
allocated, applied and disbursed solely to the purposes and uses hereinafter set forth in the 
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Indenture, and shall be accounted for separately and apart from all other accounts, funds, money 
or other assets ofthe Authority. 

Mainienance of Accounts for Use of Money in the Paymenl Fund. 

(a) All money in the Payment Fund shall be deposited by the Trustee in the 
following respective special accounts within the Payment Fund in the following order of priority: 

(i) Interest Account, 

(ii) Principal Account, and 

(iii) Redemption Account. 

All money in each of such Accounts shall be held in tmst by the Trustee and shall be 
applied, used and withdrawn only for the purposes authorized in the Indenture. 

(b) On or before each Interest Payment Date, the Tmstee shall transfer from 
the Payment Fund and deposit in the Interest Account that amount of money that, together with 
any money contained in the Interest Account, equals the aggregate amount of interest becoming 
due and payable on all Outstanding Bonds on such Interest Payment Date. No deposit need be 
made in the Interest Account if the amount contained in the Interest Account equals at least the 
aggregate amount of interest becoming due and payable on all Outstanding Bonds on such 
Interest Payment Date. All money in the Interest Account shall be used and withdrawn by the 
Tmstee solely for the purpose of paying the interest on the Bonds as it shall become due and 
payable (including accrued interest on any Bonds redeemed prior to maturity). 

(c) On or before each Principal Payment Date, the Tmstee shall transfer from 
the Payment Fund and deposit in the Principal Account that amount of money that, together with 
any money contained in the Principal Account, equals the aggregate principal becoming due and 
payable on all Outstanding Bonds. No deposit need be made ih the Principal Account if the 
amount contained therein is at least equal to the aggregate amount of principal become due and 
payable on all Outstanding Bonds. All money in the Principal Account shall be used and 
withdrawn by the Tmstee solely for the purpose of paying the principal ofthe Bonds as it shall 
become due and payable. 

(d) All money in the Redemption Account shall be held in tmst by the Tmstee 
and shall be applied, used, and withdrawn either to redeem the Bonds pursuant to the Indenture. 
Any moneys that, pursuant to the Agreement and the related provisions ofany Supplements, are 
to be used to redeem Bonds shall be deposited by the Trustee in the Redemption Account. The 
Trustee shall, on the scheduled redemption date, withdraw from the Redemption Account and 
pay to the Owners entitled thereto an amount equal to the redemption price of the Bonds to be 
redeemed on such date. 

(e) Any delinquent Installment Payments pledged to the Bonds shall be 
applied first to the Interest Account for the immediate payment of interest payments past due and 
then to the Principal Account for immediate payment of principal payments past due on any 
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Bond. Any remaining money representing delinquent Installment Payments pledged to Bonds 
shall be deposited in the Payment Fund to be applied in the manner provided therein. 

Investment of Moneys in Funds and Accounts. Moneys in the Acquisition Fund 
shall be accounted for by the Comptroller and invested by the Treasurer in any legally pennitted 
investment, including but not limited to the pooled investment fund ofthe City. In the absence 
ofa Written Request ofthe City, the Tmstee may invest moneys in the funds and accounts held 
by the Trustee in Permitted Investments described in clause (8) of the definition thereof. The 
obligations in which moneys in the said funds arid accounts are invested shall mature prior to the 
date on which such moneys are estimated to be required to be paid out hereunder. For purposes 
of detennining the amount of deposit in any fund or account, all investments credited to such 
fund or account shall be valued at the lesser of market value or the cost thereof. The Trustee 
shall semiannually, on or before January 15 and July 15 ofeach year, and at such times as the 
Authority shall deem appropriate: value the investments in the funds and accounts hereunder on 
the basis of the lesser of market value or the cost thereof. Except as otherwise provided in the 
Indenture, Pemiitted Investments representing an investment of moneys attributable to any fund 
or account hereunder and all investment profits or losses thereon shall be deemed at all times to 
be a part of said fimd or account. 

Additional Bonds 

Execution and Delivery of Additional Bonds. In addition to the 2009A Bonds, 
the Trustee shall, upon Written Request of the Authority, by a supplement to the Indenture, 
establish one or more other series of Bonds secured by the pledge made under the Indenture 
equally and ratably with any Bonds previously issued and delivered, in such principal amount as 
shall be determined by the Authority, but only upon compliance with the provisions of the 
Indenture, the requirements of the Agreement applicable to the incurrence of Parity or 
Subordinated Obligations, as applicable, and any additional requirements sel forth in the 
applicable Supplemental Indenture, which are hereby made conditions precedent to the execution 
and delivery of Additional Bonds: 

(a) No Event of Default shall have occurred and be then continuing; 

(b) The Supplemental Indenture providing for the execution and delivery of 
such Additional Bonds shall specify the purposes for which such Additional Bonds are then 
proposed to be delivered, which shall be one or more of the following: (i) to provide moneys 
needed to provide for Project Costs by depositing into the Acquisition Fund the proceeds of such 
Additional Bonds to be so applied; (ii) to provide for the payment or redemption of Bonds then 
Outstanding hereunder, by depositing with the Tmstee moneys and/or investments required for 
such purpose under the defeasance provisions set forth in the Indenture; or (iii) to provide 
moneys needed'to refund or refinance all or part ofany other current or future obligations ofthe 
City with respect to the funding ofthe Water System. Such Supplemental Indenture may, but 
shall not be required to. provide for the payment of expenses incidental to such purposes, 
including the Costs of Issuance of such Additional Bonds, capitalized interest with respect 
thereto for any period authorized under the Code (in the case of Tax-Exempt Bonds) and, in the 
case of any Additional Bonds intended to provide for the payment or redemption of existing 
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Bonds, or other Obligations of the City, expenses incident to calling, redeeming, paying or 
otherwise discharging the Obligations to be paid with the proceeds ofthe Additional Bonds; 

(c) The Authority shall deliver or cause to be delivered lo the Trustee, from 
the proceeds of such Additional Bonds or from any other lawfully available source of moneys, an 
amount (or a Surety Bond in an amount) sufficient to increase the balance in the Reserve Fund to 
the Reserve Fund Requirement for all Bonds and Additional Bonds to be. then Outstanding; 

(d) The Additiona] Bonds shall be payable as to principal on August 1 and as 
to interest on February 1 and August 1 ofeach year during their term, except that the first interest 
payment due with respect thereto may be for a period of not longer than twelve (12) months; 

(e) Fixed serial maturities or mandatory sinking account payments, or any 
combination thereof, shall be established in amounts sufficient to provide for the retirement ofall 
ofthe Additional Bonds of such Series on or before their respective maturity dates; 

(f) The aggregate principal amount of Bonds and Additional Bonds executed 
and delivered hereunder shall not exceed any limitation imposed by law or by any Supplemental 
Indenture; and 

(g) The Tmstee shall be the Trustee for the Additional Bonds. 

Nothing in the Indenture shall limit in any way the power and authority ofthe Authority 
to incur other obligations payable from other lawful sources. 

Proceedings for Execution and Delivery of Additional Bonds. Whenever the 
Authority shal! determine to file its Written Request with the Tmstee for the execution and 
delivery of Additional Bonds, the Authority shall authorize the execution and delivery of a 
Supplemental Indenture, specifying the aggregate principal amount and describing the forms of 
Bonds and providing the temis, conditions, distinctive designation, denominations, date, maturity 
date or dates, interest rate or rates (or the manner of detennining same), Interest Payments and 
payment dates, redemption provisions and place or places of payment of principal or redemption 
price, if any. and interest represented by such Additional Bonds not inconsistent with the terms 
ofthe Indenture. 

Before any series of Additional Bonds may be executed and delivered by the Tmstee, the 
Authority shall file the following documents with the Tmstee: 

(a) An executed copy ofthe applicable Supplemental Indenture; 

(b) A statement of the Authority to the effect that the requirements hereof 
have been met; 

(c) In the case of a Series of Additional Bonds delivered for the purpose 
described in the Indenture, irrevocable instmctions to the Trustee to give notice as provided in 
the Indenture of redemption ofall Bonds to be redeemed in connection therewith; and 
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(d) An opinion or opinions of Bond Counsel, to the effect that the execution 
and delivery ofthe Additional Bonds, the supplement to the Indenture and related supplements 
or amendments have, been duly authorized by the Authority and meet the requirements of the 
Indenture; and that the execution and delivery of such Additional Bonds will not, in and of 
themselves, cause the interest on the Tax-Exempt Bonds to become included within the gross 
income for purposes of federal income taxation. 

Covenants of Authority 

Punctual Payment and Performance. The Authority shall punctually pay the 
interest and the principal to become due on every Bond issued hereunder, in strict confonnity 
with the terms ofthe Indenture and ofthe Bonds, and shall faithfully observe and perfonn all the 
agreements and covenants contained therein. 

Rebate Fund. 

(a) The Trustee shall maintain such accounts within the Rebate Fund as it is 
instmcted by the Authority as shall be necessary in order to comply with the applicable Tax 
Certificate (which is incorporated herein by reference). The Trustee shall deposit moneys in the 
Rebate Fund made available by the Authority and/or the City pursuant to a Written Request of 
the City. All money at any time deposited in the Rebate Fund shall be governed by the Indenture 
and the Tax Certificate and shall be held by the Tmstee in tmst, to the extent required to satisfy 
the amount required to be rebated to the United States under the Code, and noneof the City, the 
Corporation, Authority, the Tmstee nor the Owners shall have any rights in or claims to such 
money. The Tmstee shall make information regarding the investments hereunder available to the 
City, shall invest the Rebate Fund in Permitted Investments pursuant to a Written Request ofthe 
City that is in confonnity with the restrictions set forth in the Tax Certificate and shall deposit 
income from such Permitted Investments immediately upon receipt thereof into the Rebate Fund. 
The Tmstee agrees to comply with all Written Requests ofthe City given in accordance with the 
Tax Certificate. 

(b) The City and the Authority shall make or cause to be made the rebate 
computations respecting all Outstanding Bonds in accordance with the Tax Certificate, as 
required by the Code, and shall provide to the Tmstee written evidence that the computation of 
the rebate requirement has been made along with a letter from an independent certified public 
accountant or arbitrage consultant verifying the accuracy of such calculations. Upon a Written 
Request ofthe City, the Trustee shall make deposits into the Rebate Fund from deposits by the 
City so that the balance ofthe amount on deposit shall be equal to the rebate, requirement. The 
Tmstee shall have no obligation to rebate any amounts required to be rebated pursuant to the 
Indenture, other than from moneys held in the Rebate Fund or from other moneys provided to it 
by the City on behalf of itself or the Authority. 

(c) Not later than sixty (60) days after the end of the fifth Bond Year as 
defined in the Tax Certificate and every five (5) years thereafter, the Tmstee, upon receipt of a 
Written Request of the City, shall pay to the United States part or all ofthe amounts in the 
Rebate Fund, as so directed. Each payment shall be accompanied by a statement summarizing 
the determination of the amount to be paid to the United States, as provided by the City. In 
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addition, if the City so directs, then the Tmstee shali deposit moneys into or transfer moneys out 
ofthe Rebate Fund from or into such accounts or funds as directed by the Written Request ofthe 
City. Any amounts remaining in the Rebate Fund following the fmal payment of the rebate 
requirement shall be paid to the City. Money, including investment earnings, shall not be 
transferred from the Rebate Fund except as provided in the Indenture. 

(d) Notwithstanding any other provision the Indenture, the obligation to remit 
the rebate requirement to the United States and to comply with all other requirements of the 
Indenture and the Tax Certificate shall survive the defeasance or payment in full of the Tax-
Exempt Bonds. 

(e) The Authority shall not use or pemiit any proceeds of the Tax-Exempt 
Bonds or any. funds of the Authority, directly or indirectly, to acquire any securities or 
obligations, and shall not take or permit'to be taken any other action or actions, that would cause 
any Tax-Exempt Bonds to be an "arbitrage bond" within the meaning ofthe Code or "federally 
guaranteed" within the meaning of Section 149(b) of the Code and any applicable regulations 
promulgated from time to time thereunder and under Section 103(c) ofthe Code. The Authority 
shall observe and not violate the requirements of Section 148 of the Code and any such 
applicable regulations. The Authority shall comply with all requirements of Sections 148 and 
149(b) of the Code to the extent applicable to the Tax-Exempt Bonds. 

(f) The Authority specifically covenants to comply with the provisions and 
procedures ofthe Tax Certificate. 

(g) The Authority shall not use or permit the use ofany proceeds ofthe Bonds 
or any funds ofthe Authority, directly or indirectly, in any manner, and shall not take or omit to 
take any.action that would cause any Tax-Exempt Bonds to be treated as an obligation not 
described in Section 103(a) ofthe Code. 

(h) Notwithstanding any provisions ofthe Indenture, if the Authority and the 
City shall provide to the Trustee an opinion of Bond Counsel to the effect that any specified 
action required under the Indenture is no longer required or that some further or different action 
is required to maintain the exclusion from gross income for federal income tax purposes of 
interest with respect to the Tax-Exempt Bonds, the Tmstee, the Authority and the City may 
conclusively rely on such opinion in complying with the requirements ofthe Indenture and the 
covenants hereunder shall be deemed to be modified to that extent. 

Accounting Records and Reports. The Authority shall keep or cause to be kept 
proper books of record and accounts in which complete and correct entries shall be made ofall 
transactions relating to the receipts, disbursements, allocation and application of the Revenues, 
and such books shall be available for inspection by the Trustee, at reasonable hours and under 
reasonable conditions. Not more than 270 days after the close ofeach Fiscal Year, the Authority 
shall furnish or cause to be furnished to the Tmstee financial statements that include the Water 
Utility Fund for the preceding Fiscal Year, prepared in accordance with generally accepted 
accounting principles, together with a report of an Independent Certified Public Accountant 
thereon. For purposes of the Indenture, "financial statement" shall mean audited financial 
statements, if available, or unaudited financial statements, if audited financial statements are not 
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available and unaudited financial statements are available. The Authority shall also keep or 
cause to be kept such other infonnation as is required under the Tax Certificate. 

The City's Budgets. The Authority shall supply to the Trustee, as soon as 
practicable after the beginning ofeach Fiscal Year following the effectiveness ofthe applicable 
City ordinance but in no event later than six months from the date of effectiveness of such 
ordinance, a Certificate of the City certifying that the City has made adequate provision in its 
annual budget for such Fiscal Year for the payment of all Parity Installment Payments, 
Subordinated Installment Payments and all other Obligations due under the 2009A Supplement 
and the Agreement in such Fiscal Year. If the amounts so budgeted are not adequate for the 
payment of all Parity Installment Payments, Subordinated Installment Payments and all other 
Obligations due under the Agreement in such Fiscal Year, the Authority shall take such action as 
may be necessary and within its power to request such annual budget to be amended, corrected 
or augmented by the City so as to include therein the amounts required to be paid by the City 
from Net System Revenues in such Fiscal Year, and shall notify the Trustee ofthe proceedings 
then taken or proposed to be by the Authority. 

Continuing Disclosure. The City has undertaken all responsibility for 
compliance with continuing disclosure requirements, and accordingly the Authority shall have no 
liability to the Owners of the Bonds or any other person with respect to S.E.C. Rule 15c2-12, and 
the City shall comply with and carry out all of the provisions of each continuing disclosure 
certificate, each dated'the date ofthe execution and delivery ofeach Series of Bonds. See the 
caption in this Official Statement, "CONTINUING DISCLOSURE." Notwithstanding any other 
provision the Indenture, failure of the City to comply with a Continuing Disclosure Certificate 
shall not be considered an Event of Default hereunder or under the Installment Purchase 
Agreement; provided, that the Tmstee may and, at the request ofany participating undenvriter or 
the Owners of at least twenty-five percent (25%) in aggregate principal amount of the 
Outstanding Bonds ofany series, shall, or any Owner or Beneficial Owner ofany ofthe Bonds 
may, take such actions as may be necessary and appropriate, including seeking mandate or 
specific performance by court order, to cause the City to comply with its obligations under the 
related Continuing Disclosure Certificate. 

Amendment of Indenture 

Amendment of Indenture. 

(a) The Indenture and the rights and obligations ofthe Authority and ofthe all 
Owners of the.Bonds may be amended at any time by a Supplemental Indenture, which shall 
become binding when the written consents ofthe Owners of 51% in aggregate principal amount 
ofthe Bonds then Outstanding, exclusive of Bonds disqualified as provided in the Indenture, are 
filed with the Tmstee. No such amendment shall (i) permit the creation by the Authority ofany 
pledge of the Revenues as provided herein superior to or on a parity with the pledge created 
hereby for the benefit ofany Bond without the written consent ofthe Owner thereof; (ii) modify 
any rights or obligations of the Tmstee without its prior written assent thereto; or (iii) modify 
provisions respecting the time or amount of payments on any Bond, without the written consent 
ofthe Owner thereof. 
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(b) The Indenture and the rights and obligations of the Authority and of the 
Owners may also be amended at any time by a Supplemental Indenture which shall become 
binding without the consent of any Owners of Bonds for any one or more of the following 
puiposes: 

(i) to make such provisions for the purpose of curing any ambiguity or 
of correcting, curing or supplementing any defective provision contained herein in regard to 
questions arising hereunder that the Authority may deem desirable or necessary and not 
inconsistent herewith and that shall not adversely affect the interests ofthe Owners; or 

(ii) to make any other change or addition thereto that shall not 
materially adversely affect the interests ofthe Owners, or to surrender any right or power 
reserved herein to or conferred herein on the Authority; provided, however, that the Owners shall 
be given prompt notice of any such amendment and shall receive a copy of the final executed 
Supplemental Indenture making such changes. 

Disqualified Subordinated Bonds. Bonds owned or held by or for the account of 
the Authority or the City shall not be deemed Outstanding for the purpose of any consent or 
other action or any calculation of Outstanding Bonds provided in the Indenture, and shall not be 
entitled to consent to or take any other action provided therein. 

Endorsement or Replacement of Bonds After Amendment After the effective 
date of any action taken as described hereinabove, the Authority may determine that the Bonds 
may bear a notation by endorsement in form approved by the Authority as to such action, and in 
that case upon demand ofthe Owner ofany Outstanding Bond and presentation of its Bond for 
such purpose at the Corporate Trust Office ofthe Tmstee, a suitable notation as to such action 
shall be made on such Bond. If the Authority shall determine that a Bond shall bear such a 
notation by endorsement pursuant to the Indenture, a new Bond so modified shall be prepared 
and executed, and upon demand ofthe Owner ofany Outstanding Bond, such new Bond shall be 
exchanged at the Corporate Tmst Office of the Tmstee without cost to such Owner upon 
surrender of such Bond. 

Amendment by Mutual Consent. The provisions of the Indenture shall not 
prevent any Owner from accepting any amendment as to the particular Bonds owned by him, 
provided that due notation thereof is made on such Bonds. 

Events of Default and Remedies of Holders 

Events of Default and Acceleration of Maturities. 

(a) The following events shall constitute events of default under the 
Indenture: 

(i) failure in the due and punctual payment of the interest on the 
Bonds when and as the same shall become due and payable; 
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(ii) failure in the due and punctual payment of the principal of the 
Bonds when and as the same shall become due and payable, whether at maturity as therein 
expressed or by proceedings for redemption; 

(iii) failure by the Authority in the perfonnance of any of the other 
agreements or covenants required in the Indenture to be perfomied by the Authority, as set forth 
in the Indenture, and such default shall have continued for a period of 30 days after the Authority 
and the City shall have been given notice in writing of such default by the Tmstee or to the 
Authority, the City and the Tmstee by Owners of 25% or more ofthe aggregate principal amount 
ofthe Bonds then Outstanding; or 

(iv) if any event of default shall have occurred and be continuing under 
Section 8.01 ofthe Agreement; or 

(v) if the Authority shall file a petition or answer seeking arrangement 
or reorganization under the federal bankmptcy laws or any other applicable law of the United 
States of America or any state therein, or if under the provisions ofany other law for the reliefer 
aid of debtors any court of competent jurisdiction shall assume custody or control of the 
Authority or ofthe whole or any substantial part of its property. 

(b) If one or more Events of Default shall occur, then and in each and every 
such case during the continuance of such Event of Default, the Tmstee may by notice in writing 
to the Authority and the City, declare the principal ofall Bonds then Outstanding and the interest 
accmed thereon to be due and payable immediately. Upon any such declaration, the same shall 
become due and payable, anything contained in the Indenture or in the Bonds to the contrary 
notwithstanding. These provisions are subject to the condition that if at any time after the entire 
principal amount of the unpaid Bonds and the accmed interest thereon shall have been so 
declared due and payable and before any judgment or decree for the payment ofthe moneys due 
shall have been obtained or entered, there shall be deposited with the Tmstee a sum sufficient to 
pay the unpaid principal amount ofthe Bonds due prior to such declaration and the accmed 
interest thereon, with interest on such overdue installments at the rate or rates applicable thereto 
in accordance with their tenns, and the reasonabfe fees and expenses ofthe Tmstee, and any and 
all other defaults known to the Trustee (other than in the payment the entire principal amount of 
the unpaid Bonds and the accmed interest thereon due and payable solely by reason of such 
declaration) shall have been made good or cured to the satisfaction ofthe Tmstee or provision 
deemed by the Trustee to be adequate shall have been made therefor, then and in every such case 
the Trustee, by written notice to the City and the Authority, may rescind and annul such 
declaration and ils consequences; but no such rescission and annulment shall extend to or shall 
affect any subsequent default or shall impair or exhaust any right or power consequent thereon. 

Proceedings by Trustee. Upon the occurrence and continuance of any Event of 
Default, the Tmstee in its discretion may, and at the written request of Owners of 51% or more in 
aggregate principal amount of Bonds Outstanding shall (but only to the extent indemnified to its 
satisfaction from fees and expenses, including attorneys' fees), do the following: 

(a) by mandamus, or other suit, action or proceeding at law or in equity, 
enforce all rights ofthe Owners and require the" Authority to enforce all rights ofthe Owners of 
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the Bonds, including the righl to require the Authority to receive and collect Revenues and to 
enforce its rights under the Agreement and to require the Authority to carry out any other 
covenant or agreement with Owners of Bonds and to perfonn its duties hereunder; 

(b) bring suit upon the Bonds; 

(c) by action or suit in equity enjoin any acts or things that may be unlawful 
or in violation ofthe rights ofthe Owners; and 

(d) as a matter of right, have receivers appointed for the Revenues and the 
issues, earnings, income, products and profits thereof, pending such proceedings, with such 
powers as the court making such appointment shall confer. 

Effect of Discontinuance or Abandonment. In case any proceeding taken by the 
Tmstee on account of any default or Event of Default shall havebeen discontinued or abandoned 
for any reason, or shall have been determined adversely to the Trustee, then and in every such 
case, the Authority, the Tmstee and the Owners shall be restored to their fonner positions and 
rights under the Indenture, respectively, and all rights, remedies and powers ofthe Tmstee shall 
continue as though no such proceeding had been taken. 

Rights of Owners. 

(a) Anything in the Indenture to the contrary notwithstanding and subject to 
the limitations and restrictions as to the rights of the Owners in the Indenture, upon the 
occurrence and continuance ofany Event of Default or the Owners of 51% or more in aggregate 
principal amount ofthe Bonds then Outstanding shall have the right upon providing the Tmstee 
security and indemnity reasonably satisfactory to.it against the costs, expenses, and liabilities to 
be incurred therein or thereby, by an instmment in writing executed arid delivered to the Tmstee, 
to direct the method and place of conducting all remedial proceedings to be taken by the Tmstee 
under the Indenture. 

(b) The Tmstee may refuse to follow any direction that conflicts with law or 
the Indenture or that, the Tmstee determines is prejudicial to rights of other Owners or would 
subject the Trustee to personal liability. 

Restrictions on Owners' Actions. 

(a) In addition to the other restrictions ori the rights of Owners to request 
action upon the occurrence of an Event of Default and to enforce-remedies set forth in the 
Indenture, no Owner of any of the Bonds shall have any right to institute any suit, action or 
proceeding in equity or at law for the enforcement ofany trust under the Indenture, or any olher 
remedy under the Indenture or on said Bonds, unless: 

(i) such Owner previously shall have given to the Tmstee written 
notice of an Event of Default as provided in the Indenture; and 

(ii) the Owners of 51% or more in aggregate principal amount ofthe 
Bonds then Outstanding shall have made written request ofthe Tmstee to institute any such suit, 
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action, proceeding or other remedy, after the right to exercise such powers or rights of action, as 
the case may be, shall have accmed, and shall have afforded the Tmstee a reasonable opportunity 
either to proceed to exercise the powers granted in the Indenture, or to institute such action, suit 
or proceeding in its or their name; and 

(iii) there shall have been offered to the Tmstee security and indemnity 
satisfactory to it against the costs, expenses and liabilities to be incurred therein or thereby; and 

(iv) the Trustee shall not have complied with such request within a 
reasonable time. 

(b) Such notification, request and offer of indemnity are hereby declared in 
every such case, at the option ofthe Tmstee, to be conditions precedent to the execution ofthe 
tmsts of the Indenture or for any other remedy under the Indenture. It is understood and 
intended, subject to the Indenture, that no one or more Owners ofthe Bonds shal! have any right 
in any manner whatever by his or their action to affect, disturb or prejudice the security of the 
Indenture, or to enforce any right under the Indenture or under the Bonds, except in the manner 
therein provided, and that all proceedings at law or in equity shall be instituted, and maintained, 
in the manner therein provided, and for the equal benefit ofall Owners of Outstanding Bonds. 

Power of Trustee to Enforce. All rights of action under the Indenture or under 
any ofthe Bonds secured by the Indenture which are enforceable by the Tmstee may be enforced 
by it without the possession ofany ofthe Bonds, or the production thereof at the trial or other 
proceedings relative thereto. Any such suit, action or proceedings instituted by the Tmstee shall 
be brought in its own name, as Tmstee, for the equal and ratable benefit of the Owners of the 
Bonds, subject to the provisions ofthe Indenture. 

Remedies Not Exclusive. No remedy in the Indenture conferred upon or reserved 
to the Tmstee or to the Owners ofthe Bonds is intended to be exclusive ofany other remedy or 
remedies, and each and every such remedy shall be cumulative, and shall be in addition to every 
olher remedy given under the Indenture or now or hereafter existing at law or in equity or by 
statute. 

Waiver of Events of Default; Effect of Waiver. 

(a) The Tmstee shal! waive any Event of Default under the Indenture and its 
consequences and rescind any declaration of acceleration, upon the written request ofthe Owners 
of 67%o or more of the Outstanding Bonds. If any Event of Default shall have been waived as 
provided in the Indenture, the Tmstee shall promptly give written notice of such waiver to the 
Authority and shall give notice thereof by first class mail, postage prepaid to all Owners of 
Outstanding Bonds if such Owners had previously been given notices of such Event of Default. 
No such waiver, rescission and annulment shall extend to or affect any subsequent Event of 
Default, or impair any right or remedy consequent thereon. • 

(b) No delay or omission of the Tmstee or any Owner of the Bonds to 
exercise any right or power accming upon any default or Event of Default shall impair any such 
right or power or shall be constmed to be a waiver ofany such default or Event of Default or an 
acquiescence therein. Every power and remedy given by the Indenture to the Trustee or the 
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Owners ofthe Bonds, respectively, may be exercised from time to time and as often as may be 
deemed expedient. 

Application of Moneys. 

(a) Any moneys received by the Trustee pursuant to the Indenture, together 
with any moneys that upon the occurrence of an Event of Default are held by the Tmstee in any 
ofthe funds and accounts hereunder (other than the Rebate Fund and other than moneys held for 
Bonds not presented for payment) shall, after payment of all fees and expenses of the Tmstee, 
and the fees and expenses of ils counsel, be applied as follows: 

(i) Unless the principal of all of the Outstanding Bonds shall be due 
and payable: 

(i) - To the payment of the Owners of all installments of 
interest then due on the Bonds, in the order ofthe maturity ofthe installments of such interest 
and, if the amount available shall not be sufficient to pay in full any particular installment, then 
to the payment ratably, according to the amounts due on such installment, to the Owners, without 
any discrimination or privilege; 

(ii) - To the payment of the Owners of the unpaid principal of 
any ofthe Bonds that shall have become due (other than Bonds matured or called for redemption 
for the payment of which moneys are held pursuant to the provisions of the Indenture), in the 
order of their due dates and, if the amount available shall not be sufficient to pay in full the 
principal of and premium, if any, on such Bonds due on any particular date, then to the payment 
ratably, according to the amount due on such date, to the Owners without any discrimination; 
and 

(iii) - To be held for the payment to the Owners as the same 
shall become due ofthe principal of and interest on the Bonds, that may thereafter become due 
either at maturity or upon call for redemption prior to maturity and, if the amount available shall 
not be sufficient to pay in full such principal and premium, if any, due on any particular date, 
together with interest then due and owing thereon, payment shall be made in accordance with the 
Indenture. 

(ii) If the principal of all of the Outstanding Bonds shall be due and 
payable, to the payment ofthe principal and interest then due and unpaid upon the Outstanding 
Bonds without preference or priority of any of principal, or interest over the others or of any 
installment of interest, or of any Outstanding Bond over any other Outstanding Bond, ratably, 
according to the amounts due respectively for principal and interest, to the Owners without any 
discrimination or preference except as to any difference in the respective amounts of interest 
specified in the Outstanding Bonds. 

(b) Whenever moneys are to be applied pursuant to the provisions of the 
Indenture, such moneys shall be applied at such times, and from time to time, as the Trustee shall 
determine, having due regard to the amount of such moneys available for application and the 
likelihood of additional moneys becoming available for such application in the future. The 
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Tmstee shall give, by mailing by first-class mail as it may deem appropriate, such notice ofthe 
deposit with it ofany such moneys. 

Defeasance 

If the Authority shall pay or cause to be paid to the Owners ofall Outstanding Bonds the 
interest thereon and the principal thereof and the premiums, if any, thereon at the times and in 
the manner stipulated therein, then the Owners of such Bonds shall cease to be entitled to the 
pledge ofthe Revenues'as provided herein, and all agreements, covenants and other obligations 
of the Authority to the Owners of such Bonds shall cease, terminate and become void and be 
discharged and satisfied. In such event, the Tmstee shall execute and deliver to the Authority all 
such instmments as may be necessary or desirable to evidence such discharge and satisfaction, 
and the Tmstee shall pay over or deliver to the Authority all money or securities or other 
property held by it pursuant hereto that are not required for the payment of the interest on and 
principal of and redemption premiums, if any, on such Bonds. 

Subject lo the provisions ofthe above paragraph, when any ofthe Bonds shall have been 
paid and if, at the time of such payment, the Authority shall have kept, performed and observed 
all the covenants and promises in such Bonds and in the Indenture required or contemplated to be 
kppt, perfonned and observed by the Authority or on ils part on or prior to that time, then the 
Indenture shall be considered to have been discharged in respect of such Bonds and such Bonds 
shall cease to be entitled to the lien ofthe Indenture and such lien and all agreements, covenants, 
and other obligations of the Authority therein shall cease, terminate and become void and be 
discharged and satisfied as to such Bonds. 

Notwithstanding the satisfaction and discharge of the Indenture or the discharge of the 
Indenture in respect of any Bonds, those provisions of the Indenture relating to the maturity of 
the Bonds, interest payments and dates thereof, exchange and transfer of Bonds, replacement of 
mutilated, destroyed, lost or stolen Bonds, the safekeeping and cancellation of Bonds, 
nonpresentment of Bonds, and the duties ofthe Tmstee in. connection with all ofthe foregoing, 
remain in effect and shall be binding upon the Tmstee and the Owners of the Bonds and the 
Tmstee shall continue to be obligated to hold in tmst any moneys or investments then held by the 
Tmstee for the payment of the principal of, redemption premium, if any, and interest on the 
Bonds, to pay to the Owners of Bonds the funds so held by the Tmstee as and when such 
payment becomes due. Notwithstanding the satisfaction and discharge of the Indenture or the 
discharge thereof in respect of any Bonds, those provisions of the Indenture relating to the 
compensation ofthe Tmstee shall remain, in effect and shall be binding upon the Trustee and the 
Authority. 

Any Outstanding Bonds shall prior to the maturity date or redemption date thereof be 
deemed to have been paid for purposes ofthe Indenture if: (i) in case any of such Bonds are to be 
redeemed on any date prior to their maturity date, the Authority shall have given to the Tmstee in 
fonn satisfactory to it irrevocable instmctions to mail, on a date in accordance with the 
provisions, of the Indenture, notice of redemption of such Bonds on said redemption date, said 
notice to be given in accordance with the Indenture; (ii) there shall have been deposited with the 
Tmstee either (A) money in an amount which shall be sufficient; or (B) Federal Securities of 
which are not subject to redemption prior to rriaturity except by the holder thereof (including any 
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. such Pennitted Investments issued or held in book-entry form on the books ofthe Department of 
the Treasury ofthe United States of America) and/or Pre-Refunded Municipals, the interest on 
and principal of which when due, and without any reinvestment thereof, will provide money that, 
together with the money, if any, deposited with the Trustee at the same time, shall, as verified by 
an independent certified public accountant or other independent financial consultant acceptable 
to the Tmstee, be sufficient, to pay when due the interest to become due on such Bonds on and 
prior to the maturity date or redemption date thereof, as the case may be, and the principal of and 
interest on such Bonds; and; (iii) in the event such Bonds are not by their terms subject to 
redemption within the next succeeding 60 days, the Authority shall have given the Tmstee in 
fonn satisfactory to it irrevocable instmctions to mail as soon as practicable, a notice to the 
Owners of such Bonds and to the Securities Depositories and the Infonnation Services that the 
deposit required by clause (ii) above has been made with the Tmstee and that such Bonds are 
deemed to have been paid in accordance with the Indenture and stating the maturity date or 
redemption date upon which money is to be available for the payment ofthe principal of and 
interest on such Bonds. 

INSTALLMENT PURCHASE AGREEMENT 

The Installment Purchase Agreement (herein, the "Agreement") sets forth certain terms 
and conditions of the purchase of the Project by the City. Certain definitions under and 
provisions of the Installation Purchase Agreement are given and summarized below. Other 
provisions are summarized in the Official Statement under the caption "SECURITY FOR THE 
SERIES 2009A BONDS." 

Accountant's Report 

The term "Accountant's Report" means a report signed by an Independent Certified 
Public Accountant. 

Adjusted Debt Service 

The temi "Adjusted Debt Service" means, for any Fiscal Year, Debt Service.on Parity 
Obligations for such Fiscal Year, minus an amount equal to earnings from investments in any 
Reserve Fund securing Parity Obligations for such Fiscal Year. 

Adjusted Net Svstem Revenues 

The tenn "Adjusted Net System Revenues" means, for any Fiscal Year, the Net System 
Revenues for such Fiscal Year, minus an amount equal to earnings from investments in any 
Reserve Fund securing Parity Obligations for such Fiscal Year. 

Authorizing Ordinance 

The term "Authorizing Ordinance" ineans the ordinance pursuant lo which the 
Installment Purchase Agreement was authorized and any additional ordinance or official 
authorizing act ofthe council ofthe City approving execution and delivery ofany Supplement to 
the Agreement or any Issuing Instmment. 
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Balloon Indebtedness 

The tenn "Balloon Indebtedness" means, with respect to any Series of Obligations 
twenty-five percent (25%) or more ofthe principal of which matures on the same date or within 
a 12-month period (with sinking fund payments on Term Obligations deemed to be payments of 
matured principal), that portion of such Series of Obligations which matures on such date or 
within such 12-month period; provided, however, that to constitute Balloon Indebtedness the 
amount of indebtedness maturing on a single dale or over a 12-month period must equal or 
exceed 150% of the amount of such Series of Obligations which matures during any preceding 
12-month period. For puiposes ofthis definition, the principal amount maturing on any date 
shall be reduced by the amount of such indebtedness which is required, by the documents 
governing such indebtedness, to be amortized by prepayment or redemption prior to its stated 
maturity date. , 

Capacity Charge 

The temi "Capacity Charge" means a charge imposed upon a person, finn, corporation of 
other entity incident to the granting ofa pennit for a new water connection or due to an increase 
in water usage by the addition of any type of dwelling, commercial or industrial unit, which 
charge is based upon an increase in water consumption as measured by equivalent dwelling 
units, and the proceeds of which are used to constmct, improve and expand the Water System to 
accommodate the additional business of such added dwellings or commercial or industrial units. 

Consultant 

The term "Consultant" means the consultant, consulting firm, engineer, architect, 
engineering finn, architectural finn, accountant or accounting finn retained by the City to 
perfomi acts or carry out the duties provided for such consultant in the Agreement. Such 
consultant, consulting firm, engineer, architect, engineering finn or architectural firm shall be 
nationally recognized within its profession for work ofthe character required. Such accountants 
or accounting firm shall be independent certified public accountants licensed to practice in the 
State. 

Credit Provider 

The term "Credit Provider" means any municipal bond insurance company, bank or other 
financial institution or organization which is perfonning in all material respects its obligations 
under any Credit Support Instrument for some or all ofthe Parity Obligations. 

Credit Provider Reimbursement Obligations 

The tenn "Credit Provider Reimbursement Obligations" means obligations ofthe City to 
•repay, from Net System Revenues, amounts advanced by a Credit Provider as credit support or 
liquidity for Parity Obligations, which obligations shall constitute Parity Obligations or 
Subordinated Obligations, as designated by the City. 
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Credit Support Instrument 

The tenn "Credit Support Instmment" means a policy of insurance, a letter of credit, a 
standby purchase agreement, revolving credit agreement or other credit arrangement pursuant to 
which a Credit Provider provides credit support or liquidity with respect to the payment of 
interest, principal or the purchase price ofany Parity Obligations. 

Debt Service 

With regard to the issuance of Parity Obligations, the tenn "Debt Service" means, for any 
Fiscal Year, the sum of (a) the interest payable during such Fiscal Year on all Outstanding Parity 
Obligations, assuming that all Outstanding Serial Parity Obligations are retired as scheduled and 
that all Outstanding Term Parity Obligations are redeemed or paid from sinking ftmd payments 
as scheduled (except to the extent that such interest is to be paid from the proceeds of sale ofany 
Parity Obligations), (b) that portion of the principal amount of all Outstanding Serial Parity 
Obligations maturing on the next succeeding principal payment date which falls in such Fiscal 
Year (excluding Serial Obligations which at the time of issuance are intended to be paid from the 
sale ofa corresponding amount of Parity Obligations), (c) that portion ofthe principal amount of 
all Outstanding Term'Parity Obligations required to be redeemed or paid on any redemption date 
which falls in such Fiscal Year (together with the redemption premiums, if any, thereon); 
provided that, ( l)as to any Balloon Indebtedness, Tender Indebtedness and Variable Rate 
Indebtedness, interest thereon shall be calculated as provided in the definition of Maximum 
Annual Debt Service and principal shall be deemed due at the nominal maturity dates thereof; 
(2) the amount on deposit in a debt sen'ice reserve fund on any date of calculation of Debt 
Service shall be deducted from the amount of principal due at the final maturity of the Parity 
Obligations for which such debt service reserve fund was established and in each preceding year 
until such amount is exhausted; (3) the amount of any interest payable on any Parity Obligation 
for which there exists a Qualified Swap Agreement shall be the net amount payable by the City 
as provided in subsection A(viii)(l) or (2), B(viii)(l) or (2), as applicable, ofthe definition of 
Maximum Annual Debt Service; and (4) the amount of payments on account of Parity 
Obligations which are redeemed, retired or repaid on the basis ofthe accreted value due on the 
scheduled redemption, retirement or repayment date shall be deemed principal payments, and 
interest that is compounded and paid as part ofthe accreted value shall be deemed payable on the 
scheduled redemption, retirement or repayment date, but not before. 

With regard to the issuance of Subordinated Obligations, the term "Debt Sen'ice" ineans, 
for any Fiscal Year, the sum of (a) the interest payable during such Fiscal Year on all 
Outstanding .Obligations, assuming that all Outstanding Serial Obligations are retired as 
scheduled and that all Outstanding Term Obligations are redeemed or paid from sinking fund 
payments as scheduled (except to the extent that such interest is to be paid fi-om the proceeds of 
sale of any Obligations), (b) that portion of the principal amount of all Outstanding Serial 
Obligations maturing on the next succeeding principal payment date which'falls in such Fiscal 
Year (excluding Serial Obligations which at the time of issuance are intended to be paid from the 
sale ofa corresponding amount of other Obligations) (c) that portion ofthe principal amount of 
all Outstanding Term Obligations required to be redeemed or paid on any redemption date which 
falls in such Fiscal Year (together with the redemption premiums, if any, thereon) provided that, 
(I) as to any Balloon Indebtedness, Tender Indebtedness and Variable Rate Indebtedness, 
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interest thereon shall be calculated as provided in the definition of Maximum Annual Debt 
Service and principal shall be deemed due al the nominal maturity dates thereof; (2) the amount 
on deposit in a Reserve Fund on any date of calculation of Debt Sen'ice shall be deducted from 
the amount of principal due at the final maturity ofthe Obligations for which such Reserve Fund 
was established and in each preceding year, until such amount is exhausted; (3) the amount of 
any interest payable on any Obligations for which there exists a Qualified Swap Agreement shall 
be the net amount payable by the City as provided in paragraph A(viii)(l) or (2) or 
paragraph B(viii)(l) or (2), as applicable, ofthe definition of Maximum Annual Debt Sen'ice; 
and (4) the amount of payments on account of Obligations which are redeemed, retired or repaid 
on the basis ofthe accreted value due on the scheduled redemption, retirement or repayment date 
shall be deemed principal payments, and interest that is compounded and paid as part of the 
accreted value thereof shall be deemed payable on the scheduled redemption, retirement or 
repayment date, but not before. 

Default Rate 

The tenn "Default Rate" means the Maximum Rate. 

Defaulted Obligations 

The term "Defaulted Obligations" means Obligations in respect of which an Event of 
Default has occurred and is continuing. 

Engineer 's Report 

The term "Engineer's Report" means a report signed by an Independent Engineer. 

Event of Default 

The tenn "Event of Default" means any occurrence or event described as in the 
Agreement, as further described below. 

Feasibility Report 

The term "Feasibility Report" ineans a report of a Consullant with special expertise on 
the constmction and operation of water systems similar to the Water System, delivered in 
connection with the incurrence of Additional Obligations. 

Fiscal Year 

The term "Fiscal Year" means the period beginning on July 1 ofeach year and ending on 
the next succeeding June 30, or any other twelve-month period selected and designated as the 
official Fiscal Year ofthe City. 
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Independent Certified Public Accountant 

The term "Independent Certified Public Accountant" means any firm of certified public 
accountants appointed by the City, and each of whom is independent pursuant to the Statement 
on Auditing Standards No. 1 ofthe American Institute of Certified Public Accountants. 

Independent Engineer 

The term "Independent Engineer" means any registered engineer or finn of registered 
engineers of national reputation generally recognized to be well,qualified in engineering matters 
relating to water systems, appointed and paid by but not under the control ofthe City. 

Installment Pavment Date 

The term "Installment Payment Date" means any date on which an Installment Payment 
is due as specified in the Agreement or detennined pursuant to a Supplement. 

Installment Payments 

The term "Installment Payments" means the Installment Payments scheduled to be paid 
by the City under and pursuant to the Agreement and any Supplement. 

Installment Pavment Obligations 

The term "Installment Payment Obligations" means Obligations consisting ofor which 
are supported in whole by Installment Payments. • 

Issuing Instrument 

The term "Issuing Instmment" shall mean any indenture, tmst agreement, loan 
agreement, lease, installment purchase agreement or the Agreement, including any Supplement 
or other instmment under which Obligations are issued or created. 

Law 

The term "Law" means the Charter and all applicable laws ofthe State. 

Maintenance and Operation Costs ofthe Water System 

The term "Maintenance and Operation Costs of the Water System" means (a) any 
Qualified Take or Pay Obligation, and (b) the reasonable and necessary costs spent or incurred 
by the City for maintaining and operating the Water System, calculated in accordance with 
generally accepted accounting principles, including, without limitation, the costs ofthe purchase, 
delivery or storage of water, the reasonable expenses of maintenance and repair and other 
expenses necessary to maintain and presen'e the Water System in good repair and working order, 
and including administrative costs of the City attributable to the Water System, including the 
Project and the Installment Purchase. Agreement, salaries and wages of employees of the. Water 
System, payments to such employees' retirement systems (to the extent paid from System 
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Revenues), overhead, taxes (if any), fees of auditors, accountants, attorneys or engineers and 
insurance premiums, and including all other reasonable and necessary costs of the City or 
charges required to be paid by it to comply with the terms of the Obligations, including the 
Installment Purchase Agreement, including any amounts required to be deposited in the Rebate 
Fund pursuant to a Tax Certificate, and fees and expenses payable to any Credit Provider (other 
than in repayment ofa Credit Provider Reimbursement Obligation), but excluding in all cases (1) 
depreciation, replacement and obsolescence charges or resen'es therefor, (2) amortization of 
intangibles pr other bookkeeping entries of a similar nature, (3) costs of capital additions, 
replacements, bettennents, extensions or improvements to the Water System which under 
generally accepted accounting principles are chargeable to a capital account or to a resen'e for 
depreciation, (4) charges for the payment of principal of and interest on any general obligation 
bond issued for Water System purposes, (5) charges for the payment of principal of and interest 
on any debt sendee on account of any Obligation on a parity with or subordinate to the 
Installment Payments, and (6) all payments made pursuant to any Qualified Swap Agreement. 

Maximum Annual Debt Service 

The term "Maximum Annual Debt Service" means, 

(A) with respect to Parity Obligations then Outsianding, the maximum amount of 
principal and interest becoming due on the Parity Obligations in the then-current or any ftiture 
Fiscal Year, calculated by the City or by an Independent Certified Public Accountant in 
accordance with the Installment Purchase Agreement and provided to the Trustee. For purposes 
of calculating Maximum Annual Debt Service, the following assumptions shall be used to 
calculate the principal and interest becoming due in any Fiscal Year: 

(i) in detennining the principal amount due in each Fiscal Year, payments shall 
(except to the extent a different subsection ofthis definition applies for purposes of detennining 
principal maturities or amortization) be assumed to be made in accordance with any amortization 
schedule established for such debt, including the amount of any Parity Obligations which are or 
have the characteristics of commercial paper and which are not intended at the time of issuance 
to be retired from the sale of a corresponding amount of Parity Obligations, and including any 
scheduled mandatory redemption or prepayment of Parity Obligations on the basis of accreted 
value due upon such redemption or prepayment, and for such purpose, the redemption payment 
or prepayment shall be deemed a principal payment; provided, however, that with respect to 
Parity Obligations which are or have the characteristics of commercial paper and which are 
intended at the time of issuance to be retired from the sale ofa corresponding amount of other 
Obligations, which other Obligations would not constitute Balloon Indebtedness, each maturity 
thereof shall be treated as if it were to be amortized in substantially equal installments of 
principal and interest over a tenn of 30 years, commencing in the year of such stated maturity; in 
detennining the interest due in each Fiscal Year, interest payable at a fixed rate shall (except to 
the extent paragraph (A)(ii) or (iii) of this definition applies) be assumed to be made at such 
fixed rate and on the required payment dates; . 

(ii) if all or any portion or portions of an Outstanding Series of Parity Obligations 
constitute Balloon' Indebtedness or if all or any portion or portions of a Series of Parity 
Obligations or such payments then proposed to be issued would constitute Balloon Indebtedness, 
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then, for purposes of detennining Maximum Annual Debt Sen'ice, each maturity which 
constitutes Balloon Indebtedness shall be treated as if it were to be amortized in substantially 
equal annual installments of principal and interest over a tenn of 30 years, commencing in the 
year the stated maturity of such Balloon Indebtedness occurs, the interest rate used for such 
computation shall be determined as provided in paragraph (A)(iv) or (v) below, as appropriate, 
and all payments of principal and interest becoming due prior to the year ofthe stated maturity of 
the Balloon Indebtedness shall be treated as described in paragraph (A)(i) above; 

(iii) if any Outstanding Series of Parity Obligations constitutes Tender Indebtedness or 
if Parity Obligations proposed to be issued would constitute Tender Indebtedness, then for 
puiposes of detennining Maximum Annual Debt Service, Tender Indebtedness shall be treated as 
if the principal amount of such Parity Obligations were to be amortized in accordance with the 
amortization schedule set forth in the Supplement or Issuing Instrument for such Tender 
Indebtedness or in the. standby purchase or liquidity facility established with respect to such 
Tender Indebtedness, or i fno such amortization schedule is set forth, then such Tender 
Indebtedness shall be deemed to be amortized in substantially equal annual installments of 
principal and interest oyer a tenn of 30 years commencing in the year in which such Series is 
first subject to tender, the interest rate used for such computation shall be detennined as provided 
in paragraph (A)(iv) or (v) below, as appropriate; 

(iv) if any Outstanding Series of Parity Obligations constitutes Variable Rate 
Indebtedness, the interest rate on such Obligations shall be assumed to be 110% ofthe daily 
average interest rate on such Parity Obligations during the 12 months ending with the month 
preceding the date of calculation, or such shorter period that such Parity Obligations shall have 
been Outstanding; provided that in the event that such Variable Rate Indebtedness has been 
issued in connection with a Qualified Swap, Agreement, the interest rate for purposes of 
computing Maximum Annual Debt Service shall be determined by (1) calculating the annualized 
net amount paid by the City under such Variable Rate Indebtedness and Qualified Swap 
Agreement (after giving effect to payments made under the Variable Rate Indebtedness and 
made and received by the City under the Qualified Swap Agreement) during the 12 months 
ending with the month preceding the date of calculation, or such shorter period that such 
Qualified Swap Agreement has been in effect, and (2) dividing the amount calculated in clause 
(1) by the average daily balance ofthe related Parity Obligations Outstanding during the 12-
month period contemplated by clause (1); 

(v) if Parity Obligations proposed to be issued will be Variable Rate Indebtedness, 
then such Parity Obligations shall be assumed to bear interest at 80% of the average Revenue 
Bond Index during the calendar quarter preceding the calendar quarter in which the calculation is 
made, or if that index is no longer published, another similar index selected by the City, or if the 
City fails to select a replacement index, an interest rate equal to 80% ofthe yield for outstanding 
United States Treasury bonds having an equivalent maturity, or if there are no such Treasury 
bonds having such maturities, 100% ofthe lowest prevailing prime rate ofany ofthe five largest 
commercial banks in the United States ranked by assets; provided that in the evenl that such. 
Variable Rate Indebtedness will be issued in connection with a Qualified Swap Agreement, the 
interest rate for purposes of computing Maximum Annual Debt Service shall be detemiined by 
(1) calculating the net amount to be paid by the City under such Variable Rate Indebtedness and 
Qualified Swap Agreement after giving effect to payments to be made under the Variable Rate 
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Indebtedness and to be made and received by the City under the Qualified Swap Agreement) for 
the period during which the Qualified Swap Agreement is to be in effect and for this purpose, 
any variable rate of interest agreed to be paid thereunder shatl be deemed to be the rate at which 
the related Parity Obligalion shall be assumed to bear interest, and (2) dividing the amount 
calculated in clause (1) by the average principal amount ofthe related Parity Obligation to be 
Outsianding during the first Fiscal Year after the issuance of such Parity Obligation; 

(vi) if moneys or Permitted Investments have been deposited by the City inlo a 
separate fund or account or are otherwise held by the City or by a fiduciary to be used to pay 
principal of and/or interest on specified Parity Obligations, then the principal and/or interest to 
be paid from such moneys, Pemiitted Investments or from the earnings thereon shall be 
disregarded and not included in calculating Maximum Annual Debt Service; 

{vii) if Parity Obligations are Paired Obligations, the interest thereon shall be the 
resulting linked rate or effective fixed rate to be paid with respect to such Paired Obligations; and 

(viii) in the event that an agreement or commitment which, at the time of calculation, is 
a Qualified Swap Agreement is or is to be in effect with respect to a Parity Obligation which is 
not Variable Rate Indebtedness, the interest rate of such Parity Obligation for purposes of 
calculating Maximum Annual Debt Service shall be calculated as follows: 

(1) for such a Qualified Swap Agreement which is in effect on the date of calculation, 
the interest rate shall be calculated in the same manner as is specified in clause (iv) above for a 
Qualified Swap Agreement issued in connection with Variable Rate Indebtedness which is 
Outstanding on the date of calculation; and 

(2) . for such a Qualified Swap Agreement which is not in effect on the date of 
calculation, the interest rate shall be calculated in the same manner as is specified in clause (v) 
above for a Qualified Swap Agreement to be issued in connection with Variable Rate 
Indebtedness to be Outstanding after the date of calculation, and for this puipose, any variable 
rate of interest agreed to be paid thereunder shall be assumed to be the rate assumed for Variable 
Rate Indebtedness described in clause (v) above. 

(B) with regard to all Obligations then Outstanding, the maximum amount of 
principal and interest becoming due on the Obligations in the then-current or any future Fiscal 
Year, calculated by the City or by an Independent Certified-Public Accountant in accordance 
with this subsection and provided to the Tmstee. For purposes of calculating Maximum Annual 
Debt Sen'ice. the following assumptions shall be used to calculate the principal and interest 
becoming due in any Fiscal Year: 

(i) in detennining the principal amount due in each Fiscal Year, payments shall 
(excepl to the extent a different subsection ofthis definition applies for puiposes of detemiining 
principal maturities or amortization) be assumed to be made in accordance with any amortization 
schedule established for such debt, including the amount of any Obligations which are or have 
the characteristics of commercial paper and which are not intended at the time of issuance to be 
retired from the sale of a corresponding amount of Obligations, and including any scheduled 
mandatory redemption or prepayment of Obligations on the basis of accreted value due upon 
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such redemption or prepayment, and for such purpose, the. redemption payment or prepayment 
shall be deemed a principal payment; provided, however, that with respect to Obligations which 
are or have the characteristics of commercial paper and which are intended at the time of 
issuance to be retired from the proceeds of sale ofa corresponding amount of other Obligations, 
and which would not constitute Balloon Indebtedness, each maturity thereof shall be treated as if 
it were to be amortized in substantially equal installments of principal and interest over a tenn of 
30 years, commencing in the year of such stated maturity; in detennining the interest due in each 
Fiscal Year, interest payable at a fixed rate shall (except to the extent paragraph (B)(ii) or (iii) of 
this definition applies) be assumed to be made at such fixed rate and on the required payment 
dates; • 

, (ii) if all or any portion or portions of an Outstanding Series of Obligations constitute 
Balloon Indebtedness or if all or any portion or portions of a Series of Obligations or such 
payments then proposed to be issued would constitute Balloon Indebtedness, then, for puiposes 
of determining Maximum Annual Debt Service, each maturity which constitutes Balloon 
Indebtedness shall be treated as if it were to be amortized in substantially equal annual 
installments of principal and interest over a term of 30 years, commencing in the year the stated 
maturity of such Balloon Indebtedness occurs, the interest rate used for such computation shall 
be determined as provided in paragraph (B)(iv) or (v) below, as appropriate, and all payments of 
principal and interest becoming due prior to the year of the stated maturity of the Balloon 
Indebtedness shall be treated as described in paragraph (B)(i) above; 

(iii) if any Outstanding Series of Obligations constitutes Tender Indebtedness or if 
Obligations proposed to be issued would constitute Tender Indebtedness, then for puiposes of 
determining Maximum Annual Debt Service, Tender Indebtedness shall be treated as if the 
principal amount of such Obligations were to be amortized in accordance with the amortization 
schedule set forth in the Supplement or Issuing Instmment for such Tender Indebtedness or in 
the standby purchase or liquidity facility established with respect to such Tender Indebtedness, or 
ifno such amortization schedule is set forth, then such Tender Indebtedness shall be deemed to 
be amortized in substantially equal annual installments of principal and interest over a tenn of 30 
years, commencing in the year in which such Obligations are first subject to tender, the interest 
rate used for such computation shall be determined as provided in paragraph (B)(iv) or (v). 
below, as appropriate; 

(iv) if any Outstanding Series of Obligations constitute Variable Rate Indebtedness, 
the interest rate on such Series of Obligations shall be assumed to be 110% of the daily average 
interest rate on such Series of Obligations during the 12 months ending with the month preceding 
the date of calculation, or such shorter period that such Series of Obligations shall have been 
Outstanding; provided, that in the event that such Variable Rate Indebtedness has been issued in 
connection with a Qualified Swap Agreement, the interest rate for purposes of computing 
Maximum Annual Debt Service shall be detemiined by (1) calculating the annualized net amount 
paid by the City under such Variable Rate Indebtedness and Qualified Swap Agreement (after 
giving effect to payments made under the Variable Rate Indebtedness and made and received by 
the City under the Qualified Swap Agreement) during.the 12 months ending with the month 
preceding the date of calculation, or such shorter period that such Qualified Swap Agreement has 
been in effect, and (2) dividing the amount calculated in clause (1) by the average daily balance 
ofthe related Obligations Outstanding during the 12-month period contemplated by clause (1); 

E-37 000679 



(v) if Obligations proposed to be issued will be Variable Rate Indebtedness, then such 
Obligations shall be assumed to bear interest at 80% ofthe average Revenue Bond Index during 
the calendar quarter preceding the calendar quarter in which the calculation is made, or if that 
index is no longer published, another similar index selected by the City, or if the City fails to 
select a replacement index, an interest rate equal to 80% of the yield for outstanding United 
States Treasury bonds having an equivalent maturity, or if there are no such Treasury bonds. 
having such maturities, 100% of the lowest prevailing prime rate of any of the five largest 
commercial banks in the United States ranked by assets, provided, that if such Variable Rate 
Indebtedness will be issued in connection with a Qualified Swap Agreement, the interest rate for 
puiposes of computing Maximum Annual Debt Service shall be detemiined by (1) calculating 
the net amount to be paid by the City under such Variable Rate Indebtedness and Qualified Swap 
Agreement (after giving effect to payments to be made under the Variable Rate Indebtedness and 
to be made and received by the City under the Qualified Swap Agreement) for the period during 
which the Qualified Swap Agreement is to be in effect and for this purpose, any variable rate of 
interest agreed to be paid thereunder shall be deemed to be the rate at which the related 
Obligations shall be assumed to bear interest, and (2) dividing the amount calculated in clause 
(1) by the average principal amount ofthe related Obligations'to be Outstanding during the first 
Fiscal Year after the issuance of such Obligations; 

(vi) if moneys or Permitted Investments have been deposited by the City into a 
separate fund or account or are otherwise held by the City or by a fiduciary to be used to pay 
principal and/or interest on specified Obligations, then the principal and/or interest to be paid 
from such moneys, Permitted Investments or from the earnings thereon shall be disregarded and 
not included in calculating Maximum Annual Debt Sen'ice; 

(vii) if Obligations are Paired Obligations, the interest thereon shall be the resulting 
linked rate or effective fixed rate to be paid with respect to such Paired Obligations; and 

(viii) in the event that an agreement or commitment which, at the time of calculation, is 
a Qualified Swap Agreement is or is to be in effect with respect to an Obligation which is not 
Variable Rate Indebtedness, the interest rate of such Obligation for purposes of calculating 
Maximum Annual Debt Sen'ice shall be calculated as follows: 

(1) for such a Qualified Swap Agreement which is in effect on the dateof calculation, 
the interest rate shall be calculated in the same manner as is specified in clause (iv) above for a 
Qualified Swap Agreement issued in connection with Variable Rate Indebtedness which is 
Outstanding on the date of calculation; and 

(2) for such a Qualified Swap Agreement which is not in effect on the date of 
calculation, the interest rate shall be calculated in the same manner as is specified in clause (v) 
above for a Qualified Swap Agreement to be issued in connection with Variable Rate 
Indebtedness to be Outstanding after the date of calculation, and for this purpose, any variable 
rate of interest agreed to be paid thereunder shall be assumed to be the rate assumed for Variable 
Rate Indebtedness described in clause (v) above. 
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Maximum Rate 

The tenn "Maximum Rale" means, on any day, the maximum interest rate allowed by 
law. 

Net Proceeds 

The tenn "Net Proceeds" means, when used with respect to any insurance, self-insurance 
or condemnation, award, the proceeds from such award that are remaining after payment of all 
expenses (including attorneys' fees) incmred in the collection of such proceeds. 

Net Svstem Revenues 

The term "Net System Revenues" means, for any Fiscal Year, the System Revenues for 
such Fiscal Year, less the Maintenance and Operation Costs ofthe Water System for such Fiscal 
Year. 

Obligations 

The term "Obiigations" means (a) obligations ofthe City for money borrowed (such as 
bonds, notes or other evidences of indebtedness) or as installment purchase payments under any 
contract (including Installment Payments), or as lease payments under any financing lease 
(determined to be such in accordance with generally accepted accounting principles), the 
principal of and interest on which are payable from Net System Revenues; (b) obligations to 
replenish any debt service reserve funds with respect to such obligations of the City; 
.(c) obligations secured by or payable from any of such obligations of the City; and 
(d) obligations ofthe City payable from Net System Revenues under (1) any contract providing 
for payments based on levels of, or changes in, interest rates, currency exchange rates, stock or 
other indices, (2) any contract to exchange cash flows or a series of payrrients, or (3) any contract 
to hedge payment, currency, rate spread or similar exposure, including but not limited to interest 
rate swap agreements and interest rate cap agreements. 

Outstanding 

The tenn "Outstanding," when used as of any particular time with respect to Obligations, 
ineans all Obligations theretofore or thereupon executed, authenticated and delivered by the City 
or any tmstee or other fiduciary, except (a) Obligations theretofore cancelled or surrendered for 
cancellation; (b) Obligations paid or deemed to be paid within the meaning of any defeasance 
provisions thereof; (c) Obligations owned by the City; and (d) Obligations in lieu of or in 
substitution for which other Obligations have been executed and delivered. 

Owner 

The term "Owner" means any person who shall be the registered owner ofany certificate 
or other evidence ofa right to receive Installment Payments directly or as security for payment of 
an Outstanding Obligation. 
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Paired Obligations 

The term "Paired Obligations" shall mean any Series (or portion thereof) of Parity 
Obligations designated as Paired Obligations in a Supplement or related Issuing Instrument or 
other document authorizing the issuance or incurrence thereof, which are simultaneously issued 
or incmred, (a) the principal and notional amount ofeach of which is of equal amount maturing 
and to be prepaid or redeemed (or cancelled after acquisition thereof) on the same dates and in 
the same amounts, and (b) the interest rates for which, taken together, result in an irrevocably 
fixed interest rate obligation ofthe City for the tenn of such Paired Obligations. 

As to Subordinated Obligations, the temi "Paired Obligations," as used in the definitions 
of "Maximum Annual Debt Service" and "Variable Rate Indebtedness," means any Series (or 
portion thereof) of Subordinated Obligations which are simultaneously issued or incurred, (a) the 
principal and notional amount of each of which is of equal amount maturing and to be prepaid or 
redeemed (or cancelled after acquisition thereof) on the same dates and in the same amounts, and 
(b) the interest rates for which, taken together, result in an irrevocably fixed interest rate 
obligation ofthe City for the tenn of such Obligations. 

Paritv Installment Obligation 

The term "Parity Installment Obligation" means Obligations consisting of or payable 
from Installment Payments which are not subordinated in right of payment to other Installment 
Payments. 

Parity Obligations 

The term "Parity Obligations" means (a) Parity Installment Obiigations, (b) Obligations, 
the principal of and interest on which are payable on a parity with Painty Installment Obligations, 
(c) Reserve Fund Obligations, and (d) payments due under Qualified Swap Agreements that do 
not constitute termination or unwinding payments. 

Pavment Fund 

The temi "Payment Fund" means the fund designated in the Issuing Instrument as the 
fund into which Installment Payments are to be deposited for the purposes of paying principal of 
or interest on related Obligations. 

Permitted Investments 

The term "Pennitted Investments" means investments which pursuant to an Issuing 
Instrument are permissible for the investment of funds received from the sale of Obligations 
pursuant to the Issuing Document or from" other fiands held pursuant to the Issuing Document." 

Proiect; 1998 Proiect 

The term "Project" means the constmction, replacement and improvements to the Water 
System described in Exhibit A thereto, as it may be modified from time to time in confonnance 
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with the Installment Purchase Agreement. The term "1998 Project" means the Components of 
the Project initially financed under the Agreement. 

Purchase Price 

The tenn "Purchase Price" means the principal amount, plus interest thereon, owed by 
the City to the Corporation under the tenns hereof for the purchase of Project Components, as 
specified in the Agreement or in a Supplement. 

Oualified Swap Agreement 

The term "Qualified Swap Agreement" means a contract or agreement, payable from Net 
System Revenues on a parity with the related Series of Obligations, intended to place such 
Obligations on the interest rate, currency, cash flow or other basis desired by the City, including, 
without limitation, any interest rate swap agreement, currency swap agreement, forward payment 
conversion agreement or futures contract, any contract providing'for payments based on levels 
of, or changes in, interest rates, currency exchange ratesj stock or other indices, any contract to 
exchange cash flows or a series of payments, or any contract, including, without limitation, an 
interest rate floor or cap, or an option, put or call, to hedge payment, currency, rate, spread or 
similar exposure, between the City and a counterparty; provided that not less than 30 days prior 
to the City's execution of a Qualified Swap Agreement, each Rating Agency which then 
maintains a rating with respect to any Parity Obligation, if the Qualified Swap Agreement relates 
to Parity Obligations, or with respect to any Subordinated Obligations, if the Qualified Swap 
Agreement relates to Subordinated Obligations, receives notice in writing ofthe City's pending 
execution thereof. 

Oualified Take or Pav Obligation 

The term "Qualified Take or Pay Obligation" means the obligation of the City to make 
use of any facility, property or services, .or some portion of the capacity thereof, or to pay 
therefor from System Revenues, or both, whether or not such facilities, properties or services are 
ever made available to the City for use, and there is provided to the City a certificate ofthe City 
or of an Independent Engineer to the effect that the incurrence of such obligation will not 
adversely affect the ability ofthe City to comply with the provisions ofthe Installment Purchase 
Agreement. 

Rate Stabilization Fund 

The term "Rate Stabilization Fund" means the fund by that name established pursuant to 
the Agreement. 

Rebate Requirement 

The tenn "Rebate Requirement" shall have the meaning specified in any Tax Certificate. 
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Reserve Fund 

The tenn "Reserve Fund" shall refer to the fund by that name established under in an 
Issuing Instmment or Supplement. 

Reserve Fund Obligations 

The term "Reserve Fund Obligations" means the obligations ofthe City to pay amounts 
advanced under any Resen'e Fund Credit Facility entered into in accordance with the provisions 
of the related Issuing Instrument or Supplement, which obligations shall constitute Parity 
Obligations or Subordinated Obligations, as designated by the City: 

Reserve Fund Credit Facility 

The term "Reserve Fund Credit Facility" shall mean a letter of credit, line of credit, 
surety bond, insurance policy or similar facility deposited in the Reserve Fund established under 
an Issuing Instrument in lieu ofor in partial substitution for cash or securities on deposit therein. 

Reserve Requirement 

The tenn "Reserve Requirement" shall have the meaning, given to such term in any 
Issuing Instmment or Supplement. 

Revenue Bond Index 

The tenn "Revenue Bond Index" means the Revenue Bond Index by that name published 
from time to time in The Bond Buyer. 

Secondary Purchase Fund 

The tenn "Secondary Purchase Fund" means any fund by that name established pursuant 
to the Agreement. 

Serial Obligations 

The term "Serial Obligations" means Obligations for which no sinking fund payments are 
provided. 

Serial Paritv Obligations 

The tenn "Serial Parity Obligations" means Serial Obligations which are Parity 
Installment Payments or are payable on a parity with Parity Installment Obligations. 

Series 

The temi "Series" means Obligations issued at the same time or sharing some other 
common tenn or characteristic and designated as a separate Series. 
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Subordinated Credit Provider 

The tenn "Subordinated Credit Provider" means any municipal bond insurance company, 
bank or other financial institution or organization which is perfonning in all respects its 
obligations under any Subordinated Credit Support Instmment for some or all of the 
Subordinated Obligations. 

Subordinated Credit Provider Reimbursement Obligations 

The tenn "Subordinated Credit Provider Reimbursement Obligations" means obligations 
of the City to repay, from Net System Revenues, amounts advanced by a Subordinated Credit 
Provider as credit support or liquidity for Subordinated Obligations, which obligations shall 
constitute Subordinated Obligations. 

Subordinated Credit Support Instrument 

The term "Subordinated Credit Support Instmment" means a policy of insurance, a letter 
of credit, a standby purchase agreement, revolving credit agreement or other credit amangement 
pursuant to which a Subordinated Credit Provider provides credit support or liquidity with 
respect to the payment of interest, principal or the purchase price of any Subordinated 
Obligations. 

Subordinated Obligations 

The tenn "Subordinated Obligations" means any Obligations, the payment of which is 
subordinated in right of payment to Parity Obligations. 

Svstem Revenues 

The tenn "System Revenues" means all income, rents, rates, fees, charges and other 
moneys derived from the ownership or operation of the Water System, including, without 
limiting the generality ofthe foregoing: 

(a) all income, rents, rates, fees, charges, or other moneys derived by the City from 
the water services or facilities, and commodities or byproducts, including hydroelectric power, 
sold, furnished or supplied through the facilities ofor in the conduct or operation ofthe business 
of the Water System, and including, without limitation, investment earnings on the operating 
reserves to the extent that the use of such earnings is limited to the Water Sysiem by or pursuant 
to law, and earnings on any Reserve Fund for Obligations, but only to the extent that such 
earnings may be utilized under the Issuing Instmment for the payment of debt sen'ice for such 
Obligations; 

(b) standby charges and Capacity Charges* ' derived from the services and facilities 
sold or supplied through the Water System; 

These items of System Revenue may not be used lo pay Maintenance and Operation Costs of the Water System. 
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(c) • the proceeds derived by the City directly or indirectly from the lease of a part of 
the Water System; 

(d) any amount received from the levy or collection of taxes which are solely 
available and are eannarked for the support ofthe operation ofthe Water System; 

(e) amounts received under contracts or agreements with govemmental or private 
entities and designated for capital costs for the Water System, ' and 

(f) grants for maintenance and operations received from the United States of America 
or from the State; provided, however, that System Revenues shall not include: (1) in all cases, 
customers' deposits or any other deposits or advances subject to refund until such deposits or 
advances have become the property ofthe City; and (2) the proceeds of borrowings; but 

(g) notwithstanding the foregoing, there shall be deducted from System Revenues any 
amounts transfen-ed into a Rate Stabilization Fund as contemplated by the Installment Purchase 
Agreement, and any amounts transferred from current System Revenues to the Secondary 
Purchase Fund as contemplated by the Installment Purchase Agreement, and there shall be added 
to System Revenues any amounts transfen-ed out of such Rate Stabilization Fund or the 
Secondary Purchase Fund to pay Maintenance and Operation Costs ofthe Water System. 

Tax-Exempt Installment Pavment Obligations 

The term "Tax-Exempt Installment Payment Obligations" means Installment Payment 
Obligations, the interest component of which is excluded from gross income pursuant to 
Section 103 ofthe Code. 

Tender Indebtedness 

The tenn "Tender Indebtedness" ineans any Obligations or portions of Obligations, a 
feature of which is an option, on the part ofthe holders thereof, or an obligation, under the tenns 
of such Obligations, to tender.all or a portion of such Obligations to the City, a Tmstee or other 
fiduciary or agent for payment or purchase and requiring that such Obligations or portions of 
Obligations or that such rights to payments or portions of payments be purchased if properly 
presented. Tender Indebtedness may consist of either Parity Obligations or Subordinated 
Obligations. 

Term Paritv Obligations 

The term "Tenn Parity Obligations" means Term Obligations which are Parity 
Installment Obligations or are payable on a parity with Parity Installment Obligations. 

l*, These items of Sysiem Revenue may not be used to pay Maintenance and Operation Costs ofthe Water System. 
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Term Obligations 

The tenn "Tenn Obligations" means Obligations which are payable on or before their 
specified maturity dates from sinking fund payments established for that purpose and calculated 
to retire such Obligations on or before their specified maturity dates. 

Variable Rate Indebtedness 

The tenn "Variable Rate Indebtedness" means any portion of indebtedness evidenced by 
Obligations, the interest rate for which is subject to adjustment periodically through a 
remarketing process or according to a stated published index for similar obligations in the 
municipal markets, excluding Paired Obligations. Variable Rate Indebtedness may consist of 
either Parity Obligations or Subordinated Obligations. 

Water Service 

The tenn "Water Service" means the collection, conservation, production, storage, 
treatment, transmission, furnishing and distribution services made available or provided by the 
Water System. 

Water Utility Fund 

The term "Water Utility Fund" means the fund by that name established under the 
Charter. 

Acquisition and Construction of the Project 

Acquisition and Construction ofthe Project; Components, (a) The Corporation 
agrees to cause the Project to be constmcted, acquired and installed by the City, as agent ofthe 
Corporation. The City shall enter into contracts and provide for, as agent ofthe Corporation, the 
complete constmction, acquisition and installation ofthe Project. The City: agrees that it will 
cause the constmction, acquisition and installation ofthe Project to be diligently performed. 

(a) It is expressly understood and agreed that, except to the extent of proceeds 
of Obligations which are deposited in an Acquisition Fund, the Corporation shall be under no 
liability ofany kind or character whatsoever for the payment ofany cost ofany Components. In 
the event the proceeds of Obligations deposited in an Acquisition Fund are insufficient to 
complete the constmction, acquisition and installation of the designated Components, the City 
shall cause to be deposited in such Acquisition Fund (or shall otherwise appropriate and 
encumber) from and to the extent of available amounts on deposit in the Water Utility Fund (or 
other lawftilly available moneys) an amount equal to that necessary to complete the constmction, 
acquisition and installation of such Components. 

(b) The Corporation will not undertake to cause any Component ofthe Project 
to be constmcted, acquired or installed unless and until the City and the Corporation have 
entered into a Supplement specifying,the Components ofthe Project to be installed, the date of 
completion, the purchase price to be paid by the City hereunder for that Component of the 
Project, and the Installment Payments or the method of calculating Installment Payments. 
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Changes to the Project, (a) From time to time and at any time, subject to the 
restrictions set forth in paragraph (b) below, the City may modify or amend the description ofthe 
Project, to eliminate any part thereof and/or to add or substitute another Component or 
Components, all without obtaining any consent, by filing an amended Exhibit A with the 
Corporation and the Trustee under the related Issuing Instmment; provided however, that no 
such amendment shall add or substitute a. Component or Components which are not to be 
accounted for as an asset ofthe Water Utility Fund or shall in any way impair the obligations of 
the City contained in any Supplement executed and delivered prior to any such amendment. 

(b) The City may substitute other improvements for those listed as 
Components in any Supplement, but only if the City first files with the Corporation and the 
Trustee a certificate of an Authorized City Representative: 

(i) identifying the Components to be substituted and the Components 
they replace; 

(ii) stating that the substituted Components will be accounted for as an 
asset ofthe Water Utility Fund; and 

(iii) stating that with respect to Components financed with Tax-Exempt 
Installment Payment Obligations, the estimated costs of constmction, acquisition and 
installation of the substituted improvements are not less than such costs for the 
improvements previously included in such Supplement, that any excess amounts will be 
applied to the payment of principal evidenced by the related Obligations or any 
Additional Obligations, and that said substitution will not violate any provision of the 
related Tax Certificate. 

(c) Substituted Components may include or consist of an undivided interest in 
such Components, in which event the costs associated with the substituted Components over and 
above the undivided interest need not be deposited in the Acquisition Fund (or otherwise 
appropriated and encumbered); provided, however, that the certificate of an Authorized City 
Representative specifies that the funds necessary to complete the substituted Components are on 
deposit in the Acquisition Fund or otherwise appropriated and encumbered. 

Installment Payments 

Purchase Price, (a) The City will pay the Purchase Price for any Components 
being purchased as provided in a Supplement. The Purchase Price to be paid by the City to the 
Corporation pursuant to any Supplement hereto, solely from Net System Revenues and from no 
other sources, is the sum of the principal amount of the City's obligations under such 
Supplement plus the interest to accme on the unpaid balance of such principal amount from the 
effective date thereof over the lerm thereof, subject to prepayment as provided therein. 

(b) The principal amount ofthe Installment Payments to be made by the City 
under a Supplement shall be paid at least three Business Days prior to the date such Installment 
Payments are payable as specified in such Supplement or at such other earlier time or times and 
in the manner or manners as specified in such Supplement. In the event the principal amount of 
an Installment Payment is not paid by the date the same is due and payable as specified in such 
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Supplement, the same shall bear interest at the Default Rate, commencing on the day the same as 
due, to, but not including, the payment date. 

(c) The interest to accme on the unpaid balance of such principal amounl shall 
be paid at least three Business Days prior to the date such interest is payable as specified in a 
Supplement or at such other earlier time or times as specified in such Supplement, and shall be 
paid by the City as and constitute interest paid on the principal amount ofthe City's obligations 
thereunder. Interest shall be payable in an amount not exceeding the Maximum Rate at the time 
of incurring such obligation, at such intervals and according to such interest rate formulas as 
shall be specified in a Supplement or by reference to any Issuing Instrument to which such 
Supplement relates, and shall be payable with such frequency as shall be specified therein. In the 
event that interest is not paid by the date such interest is payable, to the extent pemiitted by 
applicable law, such interest shall thereafter bear interest at the Default Rate, commencing on the 
day the same is due, to, but not including, the payment date. 

Installment Payments; Reserve Fund Payments, (a) The City shall, subject to 
any rights of prepayment provided for in a Supplement, pay to the Corporation, solely from Net 
System Revenues and from no other sources, the Purchase Price in Installment Payments over a 
period not to exceed the maximum period permitted by law, all as specified in a Supplement. 

(b) In the event that a Tmstee notifies the City that the amount on deposit in a 
Reserve Fund or Reserve Account is less than the Reserve Requirement, the City shall deposit or 
cause to be deposited, solely from Net System Revenues in accordance with the Agreement, in 
such Reserve Fund or Resen'e Account such amounts on a monthly basis as are necessary to 
increase the amount on deposit therein to the Reserve Requirement in the ensuing twelve 
months. 

(c) The obligation of the City to make the Installment Payments solely from 
Net System Revenues is-absolute and unconditional, and until such time as the Purchase Price 
shall have been paid in fiill (or provision for the payment thereof shall have been made pursuant 
to the Agreement), the City will not discontinue or suspend any Installment Payments required to 
be made by it under the Agreement when due, whether or not the Project or any part thereof is 
operating or operable or has been completed, or its use is suspended, interfered with, reduced or 
curtailed or tenninated in whole or in part, and such Installment Payments shall not be subject to 
reduction whether by offset or otherwise and shall not be conditioned upon the performance or 
nonperfonnance by any party ofany agreement for any cause whatsoever. 

System Revenues 

Commitment ofthe Net System Revenues, (a) All Parity Obligations, including 
Parity Installment Payment Obligations, shall be secured by a first priority lien on and pledge of 
Net System Revenues. The City grants such first priority lien on and pledge of Net System 
Revenues to secure Parity Obligations. All Parity Obligations shall be of equal rank with each 
other without preference, priority or distinction of any Parity Obligations over any other Parity 
Obligations. 
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(b) All Subordinated Obligations shall be secured by a second priority lien on 
and pledge of Net System Revenues that is junior and subordinate to the lien on and pledge of 
Net System Revenues securing Parity Obligations. The City grants such second priority lien on 
and pledge of Net System Revenues to secure Subordinated Obligations. All Subordinated 
Obligations shall be of equal rank with each other without preference, priority or distinction of 
any Subordinated Obligations over any other Subordinated Obligations. 

(c) The City represents and states that it has not granted any lien or charge on 
any ofthe Net System Revenues except as provided herein; provided, however, that out of Net 
System Revenues there may be apportioned such sums for such puiposes as are expressly 
pennitted by the Agreement. 

(d) Nothing contained in the Installment Purchase Agreement shall affect the 
ability ofthe City to grant liens on and pledges ofthe Net System Revenues that are subordinate 
to the liens on and pledges of Net System Revenues for the benefit of Parity Obligations and 
Subordinated Obligations contained therein. 

Allocation of System Revenues, (a) In order to carry out and effectuate the 
commitment and pledge contained in the Agreement, the City agrees and covenants that all 
System Revenues shall be received by the City in tmst and shall be deposited when and as 
received in the Water Utility Fund, which fund the City agrees and covenants to maintain so long 
as any Installment Payment Obligations or payments due by the City under any Qualified Swap 
Agreement related thereto remain unpaid, and all moneys in the Water Utility Fund shall be so 
held in tmst and applied and used solely as provided in the Installment Purchase Agi'eement. 
The City shall pay from the Water Utility Fund: (1) directly or as otherwise required all 
Maintenance and Operation Costs of the Water System; (2) to the Tmstee, for deposit in the 
Payment Fund for Parity Obligations, including Reserve Fund Obligations that are Parity 
Obligations, the amounts specified in any Issuing Instmment, as payments due on account of 
Parity Obligations (including any Credit Provider Reimbursement Obligations that are Parity 
Obligations), other than payments due as Parity Obligations by the City under a Qualified Swap 
Agreement; and (3) to the counterparty specified in any Qualified Swap Agreement, the amounts 
or payments due under such Qualified Swap Agreement as Parity Obligations. In the event there 
are insufficient Net System Revenues to make all of the payments contemplated by clauses (2) 
and (3) ofthe immediately preceding sentence, then said payments should be made as nearly as 
practicable, pro rata, based upon the respective unpaid principal amounts of said Parity 
Obligations. 

(b)- After the payments contemplated by subsection (a) above have been made, 
and in any event not less frequently than January 15 and July 15 of each year, any remaining Net 
System Revenues shall be used to make up any deficiency in the Reserve Funds for Parity 
Obligations. Notwithstanding the use of a Reserve Fund Credit Facility in lieu of depositing 
funds in the related Reserve Fund for Parity Obligations, in the event ofany draw on the related 
Resen'e Fund Credit Facility, there shall be deemed a deficiency in such Reserve Fund for Parity 
Obligations until the amount of the Reserve Fund Credit Facility is restored to its pre-draw 
amount. In the event there are insufficient Net System Revenues to make up.all deficiencies in 
all Reserve Funds for Parity Obligations, such payments into the Reserve Funds shall be made-as 
nearly as practicable pro rata based on the respective unpaid principal amount ofall Parity 
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Obligations. Any amounts thereafter remaining in the Water Utility Fund may from time to time 
be used to pay the amounts specified in any Issuing Instmment as payments due on account of 
Subordinated Obligations (including any Reserve Fund Obligations for Subordinated 
Obligations, any Credit Provider Reimbursement Obligations that are Subordinated Obligations 
and any Subordinated Credit Provider Reimbursement Obligations), provided the following. 
conditions are met: 

(i) all Maintenance and Operation Costs of the Water System are 
being and have been paid and are then current; and 

(ii) all deposits and payments contemplated by clauses (2) and (3) of 
paragraph (a) above shall have been made in full and no deficiency in any Reserve Fund 
for Parity Obligations shall exist, and there shall have been paid, or segregated within the 
Water Utility Fund, the amounts payable during the current month pursuant to clauses (2) 
and (3) of paragraph (a) above. 

After deposits contemplated above have been made, any amounts thereafter remaining in 
the Water Utility Fund may be used for any lawful puipose ofthe Water System. 

Additional Obligations, (a) The City may not create any Obligations, the 
payments of which are senior or prior in right to the payment by the City of Parity Obligations. 

(b) Without regard to paragraph (c) below, the City may at any time enter into 
or create an obligation or commitment which is a Reserve Fund Obligation or a Qualified Swap 
Agreement, provided that the Obligation to which the. Reserve Fund Obligation or the Qualified 
Swap Agreement relates is permitted to be entered into.under the terms ofthe Agreement. 

(c) After the initial issuance of Parity Obligations under the Agreement, the 
City reserved the right, at any time and from time to time, to issue or create any other Parity 
Obligations, provided that: 

(i) there shall not have occurred and be continuing (A) an Event of 
• Default under the terms of the Installment Purchase Agreement, any Issuing Instrument 

or any Credit Support Instmment, or (B) an event of default or termination event (as 
defined in any Qualified Swap Agreement) attributable to an act or failure of the City 
under any Qualified Swap Agreement; and 

(ii) the City obtains or provides a certificate or certificates, prepared 
by the City or at the City's option by a Consultant, showing that: 

(A) the Net System Revenues as shown by the books of the 
City for any 12-consecutive-month period within the 18 consecutive months 
ending immediately prior to the incurring of such additional Parity Obligations 
shall have amounted to or exceeded the greater of (i) at least 1.20 times the 
Maximum Annual Debt Service on all Parity Obligations to be Outstanding 
immediately after the issuance ofthe proposed Parity Obligations or (ii) al least 
1.00 times the Maximum Annual Debt Sen'ice. on all Obligations to be 
Outstanding immediately after the issuance of the proposed Parity Obligations. 
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For purposes of preparing the certificate or certificates described above, the City 
or its Consultant may rely upon audited financial statements, or, if audited 
financia] statements for the period are not available, financial statements prepared 
by the City that have not been subject to audit by an Independent Certified Public 
Accountant; or 

(B) the estimated Net System Revenues for the five Fiscal 
Years following the earlier of (i) the end of the period during which interest on 
those Parity Obligations is. to be capitalized or, ifno interest is to be capitalized, 
the Fiscal Year, in which the Parity Obligations are issued, or (ii) the date on 
which substantially all new Components to be financed with such Parity 
Obligations are expected to coinmence operations, will be at least equal to 1.20 
times the Maximum Annual Debt Sen'ice for all Parity Obligations which will be 
Outstanding immediately after the issuance ofthe proposed Parity Obligations. 

(d) For purposes of the computations to be made as described in 
paragraph (c)(ii)(B) above, the detemiination of Net System Revenues: 

(i) may take into account any increases in rates and charges which 
relate to the Water System and which have been approved by the City Council, and shall 
take into account any reduction in such rates and charges which have been approved by 
the City Council, which will, for purposes of the test described in paragraph (c)tii)(B) 
above, be effeclive during a Fiscal Year ending within the five-Fiscal-Year period for 
which such estimate is being made; and 

(ii) may take into account an allowance for any estimated increase in 
such Net System Revenues from any revenue-producing additions or improvements to or 
extensions of the Water System to be made with the proceeds of such additional 
indebtedness or with the proceeds of Parity Obligations previously issued, all in an 
amount equal to the estimated additional average annual Net System Revenues to be 
derived from such additions, improvements and extensions during the five-Fiscal-Year 
period contemplated by paragraph (c)(ii)(B) above, all as shown by such certificate ofthe 
City or its Consultant, as applicable; and 

(iii) for the period contemplated by paragraph (c)(ii)(B), Maintenance 
and Operation Costs of the Waler System shall initially be deemed to be equal to such 
costs for the 12 consecutive months immediately prior to incurring such other Parity 
Obligations for the first Fiscal Year ofthe five-Fiscal-Year period, but adjusted if deemed 
necessary by the City or its Consultant, as applicable, for any increased Maintenance and 
Operations Costs of the Water System which are, in the judgment of the City or such 
Consultant, as applicable, essential to maintaining and operating the Water System and 
which will occur during any Fiscal Year ending within the period contemplated by 
paragraph (c)(ii)(B) above. 

(e) The certificate or certificates described above in paragraph (c)(ii)(B) shall 
not be required if the Parity Obligations being issued are for the puipose of (I) issuing the Parity 
Obligations initially issued under the Installment Purchase Agreement or (2) refunding (A) any 

E-5O C00G92 



then Outstanding Parity Obligations if at the time of the issuance of such Parity Obligations a 
certificate of an Authorized City Representative shall be delivered showing that the sum of 
Adjusted Debt Sendee on all Parity Obligations Outstanding for al! remaining Fiscal Years after 
the issuance of the refunding Parity Obligations will not exceed the sum of Adjusted Debt 
Service on all Parity Obligations Outstanding for all remaining Fiscal Years prior to the issuance 
of such refimding Parity Obligations; or (B) then Outstanding Balloon Indebtedness, Tender 
Indebtedness or Variable Rate Indebtedness, but only to the extent that the principal amount of 
such indebtedness has been put, tendered to or otherwise purchased pursuant to a standby 
purchase or other liquidity facility relating to such indebtedness. 

(f) Without regard to paragraph (c) above, if (A) no Event of Default has 
occmred and is continuing and (B) no event of default or termination event attributable to an act 
of or failure to act by the City under any Qualified Swap Agreement or Credit Support 
Instmment has occurred and is continuing, the City may issue or incur Subordinated Obligations, 
and such Subordinated Obligations shall be paid in accordance with the provisions of the 
Installment Purchase Agreement, provided that: 

(i) City obtains or provides a certificate or certificates, prepared by 
the City or at the City's option by a Consultant, showing that: 

(1) the Net System Revenues as shown by the books of the 
City for any 12-consecutive-month period within the 18 consecutive months 
ending immediately prior to the incurring of such additional Subordinated 
Obligations shall have amounted to at least 1.00 times the Maximum Annual Debt 
Service on all Obligations to be Outstanding immediately after the issuance ofthe 
proposed Subordinated Obligations; or 

(2) the estimated Net System Revenues for the. five Fiscal 
Years following the earlier of (i) the end ofthe period during which interest on 
those Subordinated Obligations is to be capitalized or, if no interest is to be 
capitalized, the Fiscal Year in which the Subordinated Obligations are issued; or 
(ii) the date on which substantially all new facilities financed with such 
Subordinated Obligations are expected to commence operations, will be at least 
equal to 1.00 times the Maximum Annual Debt Service on all Obligations to be 
Outstanding immediately after the issuance of the proposed Subordinated 
Obligations. 

(ii) For purposes of preparing the certificate or certificates described in 
clause (1) of paragraph (f)(i) above, the City and its Consultant(s) may rely upon audited 
financial statements or, if audited financial statements for the period are not available,-
financial statements prepared by the City that have not been subject to audit by an 
Independent Certified Public Accountant. 
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(iii) For puiposes ofthe computations to be made as described in clause 
(2) of paragraph (f}(i) above, the detennination of Net System Revenues: 

(i) may take into accounl any increases in rates and charges 
which relate to the Water System and which have been approved by the City 
Council and shall take into account any reduction in such rates and charges which 
have been approved by the City Council, which will, for purposes of the test 
described in clause (2) of paragraph (f)(i) above, be effeclive during any Fiscal 
Year ending within the five-Fiscal-Year period for which such estimate is made; 
and 

(ii) • may take into account an allowance for any estimated 
increase in such Net System Revenues from any revenue-producing additions or 
improvements to or extensions ofthe Water System to be made with the proceeds 
of such additional indebtedness, with the proceeds of Obligations previously 
issued or with cash contributions made or to be made by the City, all in an amount 
equal to the estimated additional average annual Net System Revenues to be 
derived from such additions, improvements and extensions during the five-Fiscal-
Year-period contemplated by clause (2) of paragraph (f)(i) above, all as shown by 
such certificate ofthe City or its Consultant, as applicable; and 

(iii) for the period contemplated by clause (2) of 
paragraph (f)(i) above, shall initially include Maintenance and Operation Costs of 
the Water System in an amount equal to such costs for any 12-consecutive month 
period within the 24 consecutive months ending immediately prior to incurring 
such Subordinated Obligations for the first Fiscal Year of the five-Fiscal-Year 
period, but adjusted if deemed necessary by the City or its Consultant, as 
applicable, for any increased Maintenance and Operations Costs of the Water 
System which are, in the judgment of the City or its Consultant, as applicable, 
essential to maintaining and operating the Water System and which will occur 
during any Fiscal Year ending within the period contemplated by clause (2) of 
paragraph (f)(i) above. 

(iv) The certificate or certificates described above in paragraph (f)(i) 
above shall not be required if the Subordinated Obligations being issued are for the 
purpose of refunding (i) then-Outstanding Parity Obligations or Subordinated Obligations 
if at the time of the issuance of such Subordinated Obligations a certificate of an 
Authorized City Representative shall be delivered showing that the sum of Debt Sendee 
for all remaining Fiscal Years on all Parity Obligations and Subordinated Obligations 
Outstanding after the issuance of the reftmding Subordinated Obligations will not exceed 
the sum of Debt Sendee for all remaining Fiscal Years on all Parity Obligations and 
Subordinated. Obligations Outstanding prior to the issuance of such refunding 
Subordinated Obligations; or (ii) then-Outstanding Balloon Indebtedness, Tender 
Indebtedness or Variable Rate Indebtedness, but only to the extent that the principal 
amount of such indebtedness has been put, tendered to or otherwise purchased by a 
standby purchase agreement or other liquidity facility relating to such indebtedness. 
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Covenants of the City 

Compliance With Installment Purchase Agreement and Ancillary Agreements. 
(a) The City will punctually pay Parity Obligations in strict conformity with the tenns of the 
Agreement and thereof; and will faithfully observe and perfonn all the agreements, conditions, 
covenants and tenns contained herein required to be obsen'ed and performed by it, and will not 
temiinate the Installment Purchase Agreement for any cause including, without limiting the 
generality of the foregoing, any acts or circumstances that may constitute failure of 
consideration, destmction ofor damage to the Project, commercial frustration of purpose, any 
change in the tax or other laws ofthe United States of America or ofthe State or any political 
subdivision of either or any failure of the Corporation to observe or perfomi any agreement, 
condition, covenant or temi contained herein required to be observed and performed by it, 
whether express or implied, or any duty, liability or obligation arising out of or connected 
herewith or the. insolvency, or deemed insolvency, or bankmptcy or liquidation of the 
Corporation or any force majeure, including acts of God, tempest, storm, earthquake, war, 
rebellion, riot, civil disorder, acts of public enemies, blockade or embargo, strikes, industrial 
disputes, lock outs, lack of transportation facilities, fire, explosion, or acts or regulations of 
governmental authorities. 

(b) The City will faithfully observe and perform all the agreements, 
conditions, covenants and terms contained in the Installment Purchase Agreement, including 
Supplements, and any Issuing Instrument, Credit Support Instmment or Qualified Swap 
Agreemenl relating to Parity Obligations required to be observed and performed by it, and it is 
expressly understood and agreed by and between the parties to the Agreement that each of the 
agreements, conditions, covenants and terms contained therein is an essential and material temi 
ofthe purchase of and payment for each Component by the City pursuant to, and in accordance 
with, and as authorized under the Law. 

(c) The City will faithfully observe and perform all of the agreements and 
covenants ofthe City contained in each Authorizing Ordinance and will not permit the same to 
be amended or modified so as to adversely affect the Owners of Installment Payment Obligations 
or the counterparty to any Qualified Swap Agreement that is in effect. 

(d) The City shall be unconditionally and irrevocably obligated, so long as 
any Installment Payment Obligations remain Outstanding and unpaid, to take all lawful action 
necessary or required to continue to entitle the City to collect and deposit such System Revenues 
in the Water Utility Fund for use as provided in the Agreement; provided, however, that such 
obligation does not, in any way, limit the City's ability to undertake any and all legal actions, 
including any appeals, in the defense of a federal court order dictating a water system 
configuration other than that approved and adopted by the City. 

Against Encumbrances. The City will not make any pledge of or place any lien 
on the Net System Revenues except as otherwise provided or permitted in the Agreement. 

Debt Service Reserve Fund. The City will maintain or cause to be maintained 
each Reserve Fund at the applicable Reserve Requirement. In the event the amount in any such 
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fund or account falls below the applicable Reserve Requirement, the City will replenish such 
fund or account up to the applicable Resen'e Requirement pursuant to the Agreement. 

Against Sale or Other Disposition of Property, (a) The City will not sell, lease or 
otherwise dispose ofthe Water System or any part thereof essential to the proper operation ofthe 
Water System or to the maintenance of the System Revenues, except as provided in the 
Agreement. Further, the City will not, except as olhenvise provided herein, enter into any 
agreement or lease which impairs the operation of the Water System or any part thereof 
necessary to secure adequate Net System Revenues for the payment ofthe Parity Obligations or 
which would otherwise impair the rights ofthe Corporation with respect to the System Revenues 
or the operation ofthe Water System. 

(b) The City may dispose of any of the works, plant properties, facilities or 
other parts ofthe Water System, or any real or personal property comprising a part ofthe Water 
System, only upon the approval, of the City Council and consistent with one or more of the 
following: 

(i) the City in its discretion may carry out such a disposition if the 
facilities or property being disposed of are not material to the operation of the Water 
System, or shall have become unserviceable, inadequate, obsolete or unfit to be used in 
the operation ofthe Water System or are no longer necessary, material or useful to the 
operation ofthe Water System, and if such disposition will not materially reduce the Net 
System Revenues and if the proceeds of such disposition are deposited in the Water 
Utility Fund; 

(ii) the City in its discretion may carry out such a disposition if the 
City receives from the acquiring party an amount equal to the fair market value of the 
portion ofthe Water System disposed of. As used in this clause (ii), "fair market value" 
means the most probable price that the portion being disposed of should bring in a 
competitive and open market under all conditions requisite to a fair sale, the willing 
buyer and willing seller each acting prudently and knowledgeably, and assuming that the 
price is not affected by coercion or undue stimulus. The proceeds ofthe disposition shall 
be used (A) first, promptly to redeem, or irrevocably set aside for the redemption of, 
Parity Obligations, and second, promptly to redeem, or irrevocably set aside for the 
redemption of, Subordinated Obligations, and/or (B) to provide for a.part ofthe cost of 
additions to and betterments and extensions ofthe Water System; provided, however, that 
before any such disposition under this clause (2), the City must obtain (i) a certificate of 
an Independent Engineer to the effect that upon such disposition and the use of the 
proceeds of the disposition as proposed by the City, the remaining portion of the Water 
System will retain its operational integrity and the estimated Net System Revenues for 
the five Fiscal Years following the Fiscal Year in which the disposition is lo occur will be 
equal to or exceed the greater of (i) at least 1.20 times the Adjusted Debt Service on all 
Outstanding Parity Obligations during the five Fiscal Years following the Fiscal Year in 
which the disposition is to occur, or (ii) at least 1.00 times the Adjusted Debt Service on 
all Outstanding Obligations during the first five Fiscal Years following the Fiscal Year in 
which the disposition is to occur, taking into account (aa) the reduction in revenue 
resulting from the disposition, (bb) the use of any proceeds of the disposition for the 
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redemption of Parity Obligations and/or Subordinated Obligations, (cc) the Independent 
Engineer's estimate of revenue from customers anticipated to be served by any additions 
to and bettennents and extensions ofthe Water System financed in part by the proceeds 
of the disposition, and (dd) any other adjustment permitted in the preparation of a 
certificate under Section 5.03(c)(2)(B) of, the Installment Purchase Agreement, and 
(ii) confirmation from the Rating Agencies to the effect that the rating then in effect on 
any Outstanding Parity Obligations will not be reduced or withdrawn upon such 
disposition. 

(c) The City will operate the Water System in an efficient and economic 
manner, provided that the City may remove from service on a temporary or pennanent basis such 
part or parts of the Water System as the City shall determine, so long as (l)Net System 
Revenues are at least equal to the greater of (i) 100% of all Obligations payable in the then-
current Fiscal Year or (ii) 120% of Adjusted Debt Service for the then-current Fiscal Year, after 
giving effect to any defeasance of Parity Obligations and/or Subordinated Obligations occurring 
incident to such removal, and for each Fiscal Year thereafter to and including the Fiscal Year 
during which the last Installment Payment is due, after giving effect to such defeasance, as 
evidenced by (i) an Engineer's Report on file with the City, or (ii) a Certificate of the City, 
(2) the value ofthe parts ofthe Water System to be so removed is less than 5% ofthe total Water 
System Plant assets, each as shown on the most recent audited financial statements that include 
the Water Utility Fund, and (3) the City shall have filed with each Trustee an opinion of Bond 
Counsel to the effect that the removal of such part or parts of the Waler System will not 
adversely affect the exclusion from-gross income for federal income tax purposes ofthe interest 
on Tax-Exempt Installment Payment Obligations. 

Prompt Acquisition and Construction, The City shall take all necessary and 
appropriate steps to constmct, acquire and install the Project, as agent of the Corporation, with 
all practicable dispatch and in an expeditious manner and in conformity with law.so as to 
complete the same as soon as possible. 

Maintenance and Operation of the Water System; Budgets. The City shall 
maintain and presen'e the Water System in good repair and working order at all times and shall 
operate the Water System in an efficient and economical manner and will pay all Maintenance 
and Operation Costs ofthe Water System as they become due and payable. The City shall adopt 
and make available to the Corporation, on or before the effective date hereof, a budget approved 
by the City Council ofthe City setting forth the estimated Maintenance and Operation Costs of 
the Water System for the period from such date until the close of the then-cument Fiscal Year. 
On or before August 1 ofeach Fiscal Year, the City shall adopt, and on or before the day that is 
120 days after the beginning of the Fiscal Year, make available to the Corporation a budget 
approved by the City Council ofthe City setting forth the estimated Maintenance and Operation 
Costs of the Water System for such Fiscal Year. Any budget may be amended at any time 
during any Fiscal Year and such amended budget shall be filed by the City with the Corporation. 

Amount of Rates and Charges; Rate Stabilization Fund; Other Funds. 

(a) The City shall fix, prescribe and collect rates and charges for the Water 
Service which wilf be at least sufficient to yield the greater of (1) Net System Revenues 
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sufficient to pay during each Fiscal Year all Obligations payable in such Fiscal Year or (2) 
Adjusted Net System Revenues during each Fiscal Year equal to 120% ofthe Adjusted Debt 
Service for such Fiscal Year. The City may make adjustments from time to time in such rates 
and charges and may make such classification thereof as it deems necessary, but shall not reduce 
the rates and charges then in effect unless the Net System Revenues from such reduced rates and 
charges will at all times be sufficient to meet the requirements of these provisions. 

(b) The City may establish, as a fund within the Water Utility Fund, a fund 
denominated the "Rate Stabilization Fund." From time to time, the City may deposit into the 
Rate Stabilization Fund, from current System Revenues, such amounts-as the City shall 
detennine and the amount of available cun'ent System Revenues shall be reduced by the amount 
so transferred. Amounts may be transferred from the Rate Stabilization Fund solely and 
exclusively to pay Maintenance and Operation Costs ofthe Water System, and any amounts so 
transferred shali be deemed System Revenues when so transferred. AH interest or other earnings 
upon amounts in the Rate Stabilization Fund may be withdrawn therefrom and accounted for as 
System Revenues. 

(c) The City may establish, as a fund within the Water Utility Fund, a fund 
denominated the "Secondary Purchase Fund." From-time to time, the City may deposit in the 
Secondary Purchase Fund, from any lawful source, which may or may not consist of current 
System Revenues, such amounts as the City shall detennine, and the amount of available System 
Revenues shall be reduced by the amount so transferred, but only to the extent that amounts so 
transferred consist of then-current System Revenues. Amounts may be transferred from the 
Secondary Purchase Fund solely and exclusively to pay Maintenance and Operation Costs ofthe 
Water System, and any amounts so transferred shall be deemed System Revenues when so 
transferred. All interest or other earnings upon amounts in the Secondary Purchase Fund may be 
withdrawn therefrom and accounted for as System Revenues. 

Payment of Claims. The .City will pay and discharge any and all lawful claims 
for labor, materials or supplies which, if unpaid, might become a lien on the System Revenues or 
any part thereof or on any funds in the hands ofthe City or the Tmstee might impair the security 
ofthe Installment Payments, but the City shall not be required to pay such claims if the validity 
thereof shall be contested in good faith. 

Compliance with Contracts. The City will comply with, keep, observe and 
perfonn all agreements, conditions, covenants and terms, express or implied, required to be 
perfomied by it contained in all contracts for the use ofthe Water System and all other contracts 
affecting or involving the Water System to the extent that the City is a party thereto. 

Insurance, (a) The City will procure and maintain or cause to be procured and 
maintained insurance on the Water System with responsible insurers, in such amounts and 
against such risks (including accident to or destruction of the Water System) as are usually 
covered in connection with water systems similar to the Water System, or it will self-insure or 
participate in an insurance pool or pools with reserves adequate, in the reasonable judgment of 
the City, to protect the Water System against loss. In the event ofany damage to or destmction 
ofthe Water System caused by the perils covered by such insurance or self insurance, the Net 
Proceeds thereof shal! be applied to the reconstmction, repair or replacement ofthe damaged or 
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destroyed portion of the Water System. The City shall begin such reconstmction, repair or 
replacement promptly after such damage or destmction shall occur, and shall continue and 
properly complete such reconstruction, repair or replacement as expeditiously as possible, and 
shall pay out of such Net Proceeds all costs and expenses in connection with such reconstmction, 
repair or replacement so that the same shall be completed and the Water System shall be free and 
clear of all claims and liens unless the City detennines that such property or facility is not 
necessary to the efficient or proper operation ofthe Water System and therefore detennines not 
to reconstruct, repair or replace such project or facility. If such Net Proceeds exceed the costs of 
such reconstmction, repair or replacement, then the excess Net Proceeds shall be deposited in the 
Water Utility Fund and be available for other proper uses of fimds deposited in the Water Utility 
Fund. 

(b) The City will procure and maintain such other insurance which it shall 
deem advisable or necessary to protect its interests and the interests of the Corporation, which 
insurance shall afford protection in such amounts and against such.risks as are usually covered in 
connection with water systems similar to the Water System; provided that any such insurance 
may be maintained under a self-insurance program so long as such self-insurance is maintained 
in the amounts and in the manner usually maintained in connection with water systems similar to 
the Water System. 

.(c) All policies of insurance required to be maintained under the Agreement 
shall, to extent reasonably obtainable, provide that the Corporation and each Tmstee shall be 
given 30 days' written notice of any intended cancellation thereof or reduction of coverage 
provided thereby. The City shall certify to the Corporation and each Trustee annually on or 
before August 31 that it is in compliance with the insurance requirements hereunder. 

Accounting Records; Financial Statements and Other Reports. 
(a) The City will keep appropriate accounting records in which complete and correct entries shall 
be made of all transactions relating to the Water System, which records shall be available for 
inspection by the Corporation and the Tmstee at reasonable hours and under reasonable 
conditions. 

(b) The City will prepare and file with the Corporation annually (commencing 
with the Fiscal Year ending June 30, 1998), within .270 days ofthe close ofeach Fiscal Year, 
financial statements that include the Water Utility Fund for the preceding Fiscal Year prepared in 
accordance with generally accepted accounting principles, together with an Accountant's Report 
thereon. 

"(c) The City will furnish a copy of the financial statements referred to in 
paragraph (b) above lo any Owner ofthe Certificates requesting a copy thereof, which may be in 
electronic fonn. 

Payment of Taxes and Compliance with Governmental Regulations. The City 
shall pay and discharge at! taxes, assessments and other governmental charges which may 
hereafter be lawfully imposed upon the Water System or any part thereof or upon the System 
Revenues when the same shall become due, except that the City may contest in good faith any 
taxes, assessments and other govemmental charges so long as the City shall have budgeted for 
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the amount being contested and, if appropriate, such amount shall have been included as a 
Maintenance and Operation Costs of the Water System. The City shall duly obsen'e and 
conform with all valid regulations and requirements ofany governmental authority relative to the 
operation of the Water System or any part thereof, but the City shall not be required to comply 
with any regulations or requirements so long as the validity or application thereof shall be 
contested by the City in good faith. 

Collection of Rates and Charges; No Free Service. The City shall have in effect 
at all times mles and regulations for the payment of bills for'Water Service. Such regulations 
may provide that where the City furnishes water to the property receiving Water Service, the 
Water Service charges shall be collected together with the water rates upon the same bill 
providing for a due date and a delinquency date for each bill. In each case where such bill 
remains unpaid in whole or in part after it becomes delinquent, the City may disconnect such 
premises from the Water System, and such premises shall not thereafter be reconnected to the 
Water System except in accordance with City operating mles and regulations governing such 
situations of delinquency. To the extent permitted by law, the City shall not pemiit any part of 
the Water System or any facility thereof to be used or taken advantage of free of charge by any 
authority, finn or person, or by any public agency (including the United States of America, the 
State and any city, county, district, political subdivision, public authority or agency thereof). 

Eminent Domain Proceeds. If all or any part ofthe Water System shall be taken 
by eminent domain proceedings, then subject to the provisions of any Authorizing Ordinance, 
the Net Proceeds thereof shall be applied to the replacement ofthe property or facilities so taken, 
unless the City determines that such property or facility is not necessary to the efficient or proper 
operation ofthe Water System and therefore detennines not to replace such property or facilities. 
Any Net Proceeds of such award not applied to replacement or remaining after such work has 
been completed shall be deposited in the Water Utility Fund and be available for other proper 
uses of funds deposited in the Water Utility Fund. 

Tax Covenants. There shall be included in each Supplement relating to Tax-
Exempt Installment Payment Obligations such covenants as are deemed necessary or appropriale 
by Bond Counsel for the purpose of assuring that interest on such Installment Payment 
Obligations shall be excluded from gross income under section 103 ofthe Code. 

Subcontracting. Nothing contained in the Installment Purchase Agreement to the 
contrary shall prevent the City from delegating the power to be an operator of some or all ofthe 
Water System, even though the City continues to retain ownership ofthe Water System and its 
operations, and no such subcontracting arrangement shall relieve the City of any of its 
obligations hereunder. Prior to the effective date ofany such delegation, the City shall deliver to 
the Tmstee an opinion of Bond Counsel to the effect that the proposed delegation will not have 
an adverse effect on the exclusion from gross income for federal income tax purposes of the 
interest component of Tax-Exempt Installment Payment Obligations. 

Prepayments of Installment Payments 

Prepayment of Installment Payments. Provisions may be made in any 
Supplement for the prepayment of Installment Payments, in whole or in part, in such multiples 
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and in such order of maturity and from funds ofany source, and with such prepayment premiums 
and other tenns as are specified in the Supplement. Said Supplement shall also provide for any 
notices to be given relating to such prepayment. 

Events of Default and Remedies ofthe Corporation 

Events of Default and Acceleration of Maturities. If one or more of the 
following Events of Default shall happen, that is to say: 

(a) if default shall be made in the due and punctual payment ofor on account 
ofany Parity Obligation as the same shall become due and payable; 

(b) if default shall be made by the City in the perfonnance of any of the 
agreements or covenants required herein to be performed by it (other than as specified in 
subsection (a) above), and such default shall have continued for a period of 60 days after the City 
shall have been given notice in writing of such default by the Corporation or any Tmstee; 

(c) if any Event of Default specified in any Supplement, Authorizing 
Ordinance or Issuing Instrument shall have occurred and be continuing; or 

(d) if the City shall file a petition or answer seeking arrangement or 
reorganization under the federal bankmptcy laws or any other applicable law ofthe United States 
of America or any state therein, or if a court of competent jurisdiction shall approve a petition 
filed with the consent of the City seeking arrangement or reorganization under the federal 
bankruptcy laws or any other applicable law ofthe United States of America or any state therein, 
or if under the provisions ofany other law for the relief or aid of debtors any court of competent 
jurisdiction shall assume custody or control of the City or ofthe whole or any substantial part of 
its property; 

then, and in each and every such case during the continuance of such Event of Default, 
the Corporation shall upon the written request ofthe Owners of 25% or more ofthe aggregate 
principal amount ofall Series of Parity Installment Obligations Outstanding, voting collectively 
as a single class, by notice in writing to the City, declare the entire unpaid principal amount 
thereof and the accrued interest thereon to be due and payable immediately, and upon any such 
declaration the same shall become immediately due and payable, anything'contained herein to 
the contrary notwithstanding; provided, that with respect to a Series of Parity Installment 
Obligations which is credit enhanced by a Credit Support Instmment, acceleration shall not be 
effective unless the declaration is consented to by the related Credit Provider and, provided 
fiirther, that nothing herein shall affect the rights ofthe parties to a Qualified Swap Agreement to 
terminate such Qualified Swap Agreement. The foregoing provisions, however, are subject to 
the condition that if at any time after the entire principal amount of all Parity Installment 
Obligations and the accmed interest thereon shall have been so declared due and payable and 
before any judgment or decree for the payment ofthe moneys due shall have been obtained or 
entered, the City shall deposit with the Coiporation a sum sufficient to pay the unpaid principal 
amount of all such Parity Installment Obligations and the unpaid payments of any other Parity 
Obligations referred to in clause (a) above due prior to such declaration and the accmed interest 
thereon, with interest on such overdue installments at the rate or rates applicable thereto in 
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accordance with their tenns, and the reasonable expenses of the Coiporation, and any and all 
other defaults known to the Coiporation (other than in the payment ofthe entire principal amount 
of the unpaid Parity Installment Obligations and the accrued interest thereon due and payable 
solely by reason of such declaration) shall have been made good or cured to'the satisfaction of 
the Coiporation or provision deemed by the Coiporation to be adequate shall have been made 
therefor, then and in every such case the Coiporation, by written notice to the City, may rescind 
and annul such declaration and its consequences; but no such rescission and annulment shall 
extend to or shall affect any subsequent default or shall impair or exhaust any right or power 
consequent thereon. 

The Owners of Subordinated Obligations may enforce the provisions of the 
Agreement for their benefit by appropriate legal proceedings. The payment of Subordinated 
Obligations will be subordinated in right of payment to payment of the Parity Obligations 
(except for any payment in respect of Subordinated Obligations from the Reserve Fund securing 
such Subordinated Obligations). Upon the occurrence and during the continuance ofany Event 
of Default, Owners of Parity Obligations will be entitled to receive payment thereof in full before 
the Owners of Subordinated Obligations are entitled to receive payment thereof (except for any 
payment in respect of Subordinated Obligations from the Reserve Fund securing such 
Subordinated Obligations) and the Owners of the Subordinated Obligations will become 
subrogated to the rights ,of the Owners of Parity Obligations to receive payments with respect 
thereto. L 

Application of Net System Revenues Upon Acceleration. All Net System 
Revenues received after the date of the declaration of acceleration by the Corporation as 
provided in the Agreement shall be applied in the following order: 

(a) First, to the payment ofthe costs and expenses ofthe Corporation and the 
Tmstee, if any, in carrying out the provisions of the Agreement, including reasonable 
compensation to its accountants and counsel; 

(b) Second, to the payment ofthe entire principal amount ofthe unpaid Parity 
Installment Obligations and the unpaid principal amount of all other Parity Obligations and the 
accrued interest thereon, with interest on the overdue installments at the rate or rates of interest 
applicable thereto in accordance with their respective terms. In the event there are insufficient 
Net System Revenues to pay the entire principal amount of and accmed interest on all Parity 
Obligations, then accrued interest (and payments due to the counterparty to a Qualified Swap 
Agreement) shall first be paid and any remaining amount shall be paid on account of principal, 
and in the event there are insufficient Net System Revenues to fully pay either interest or 
principal in accordance with the foregoing, then payment shall be prorated within a priority 
based upon the total amounts due in that priority; and 

(c) Third, to the payment of the entire principal amount of the unpaid 
Subordinated Obligations and the accmed interest thereon, with interest on the overdue 
installments at the rate or rates of interest applicable thereto in accordance with their respective 
terms. In the event there are insufficient Net System Revenues to pay the entire principal 
amount of and accmed interest on all Subordinated Obligations, then accmed interest shall first 
be paid and any remaining amount shall be paid on account of principal, and in the event there 
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are insufficient Net System Revenues to fully pay either interest or principal in accordance with 
the foregoing, then payment shall be prorated within a priority based upon the total amounts due 
in that priority. 

Discharge of Installment Payment Obligations 

Discharge of Installment Payment Obligations. If the City shall pay or cause to 
be paid or there shall otherwise be paid to the Owners all Outstanding Installment Payment 
Obligations ofa Series, the principal thereof and the interest and redemption premiums, if any, 
thereon or if all such Outstanding Installment Payment Obligations shall be deemed to have been 
paid at the times and in the manner stipulated in the applicable Issuing Instrument, then, as to 
any such Series, all agreements, covenants and other obligations of the City hereunder shall 
thereupon cease, lenninate and become void and be discharged and satisfied, except for the 
obligation ofthe City to pay or cause to be paid all sums due under the Agreement. 

Miscellaneous 

Liability of City Limited to System Revenues. 

(a) Notwithstanding anything contained in the Installment Purchase 
Agreement, the City shall not be required to advance any moneys derived from any source of 
income other than the Net System Revenues and the other funds provided herein for the payment 
of the Installment Payments or for the performance of any other agreements or covenants 
required to be perfonned by it contained herein. The City may, however, but in no event shall be 
obligated to, advance moneys for any such purpose so long as such moneys are derived from a 
source legally available for such purpose and may be legallyused by the City for such purpose. 

(b) The obligation of the City to make the Installment Payments is a special 
obligation ofthe City payable solely from such Net System Revenues and other fiands provided 
for herein, and does not constitute a debt of the City or of the State of California or of any 
political subdivision thereof within the meaning ofany constitutional or statutory debt limitation 
or restriction. 

Amendments, (a) The Agreement may be amended with respect to a Series of 
Installment Payment Obligations in writing as may be mutually agreed by the City and the 
Coiporation, with the written consent of any Credit Provider for any Installment Payment 
Obligations or, as to Installment Obligations for which there is no Credit Support Instmment, the 
Owners of a majority in aggregate principal amount of such Series of Installment Payment 
Obligations then Outstanding, provided that no such amendment shall (1) extend the payment 
date of any Installment Payment, br reduce the amount ofany Installment Payment without the 
prior written consent ofthe Owner ofeach Obligation so affected; or (2) reduce the percentage of 
Installment Payment Obligations the consent of the Owners of which is required for the 
execution ofany amendment ofthe Agreement without the prior written consent ofeach ofthe 
Owners so affected. 

(b) Notwithstanding subsection (a) above, the City agrees that, so long as it 
shall have any obligations under a Qualified Swap Agreement, it shall not amend or modify, or 
consent to the amendment or modification of, the Agreement that would in any way adversely 
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affect (l)the rights of a counterparty to a Qualified Swap Agreement hereunder, or (2) the 
obligations ofthe City hereunder to such a counterparty without the prior written consent of such 
Qualified Swap Provider. 

(c) The Agreement and the rights and obligations of the City and the 
Corporation thereunder may also be amended for supplemented at any time by an amendment 
hereof or supplement hereto which shall not adversely affect the interests ofthe Owners ofthe 
Installment Payment Obligations and which shall become binding upon execution by the City 
and the Corporation, without the written consents of any Owner of Installment Payment 
Obligations or any Credit Provider, but only to the extent permitted by law and only upon receipt 
of an unqualified opinion of Bond Counsel to the effect that such amendment or supplement is 
permitted by the provisions of the Agreement and is not inconsistent with the Agreement and 
does not adversely affect the exclusion of the interest portion of the Installment Payments 
received by the Owners from gross income for federal income tax purposes, and only for any one 
or more ofthe following puiposes: 

(1) to add to the covenants and agreements of the Coiporation or the 
City contained in the Agreement other covenants and agreements thereafter to be observed or to 
surrender any right or power herein resen'ed to or conferred upon the Corporation or the City; 

(2) to cure, correct or supplement any ambiguous or defective 
provision contained in the Agreement or in regard to questions arising under the Agreement, as 
the Coiporation or the City may deem necessary or desirable; 

(3) to make other amendments or modifications which shall not 
materially adversely affect the interests ofthe Owners ofthe Installment Payment Obligations; 

(4) to provide for the issuance of Parity Installment Payment 
Obligations; and 

(5) to provide for the issuance of Subordinated Obligations. 

Net Contract. The Agreement shall be deemed and constmed to be a net contract, 
and the City shatl pay absolutely net during the term hereof the Installment Payments arid all 
other payments required hereunder, free ofany deductions and without abatement, diminution or 
setoff whatsoever. 

2009A SUPPLEMENT TO MASTER INSTALLMENT AGREEMENT 

The 2009A Supplement to Master Installment Agreement sets forth certain terms and 
conditions of the purchase of the Refunded Components of the Project by the City. Certain 
definitions and provisions ofthe 2009A Supplement are given and summarized below. 
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Selected Definitions 

2009A Installment Payment Date 

The term "2009A Installment Payment Date" means the 15111 day ofthe calendar 
month immediately preceding each Interest Payment Date for the 2009A Bonds. 

Interest Portion 

The tenn "Interest Portion" means the interest portion of 2009A Installment Payments 
specified in the 2009A Supplement. 

Principal Portion 

The term "Principal Portion" means the principal portion of 2009A Installment Payments 
specified in the 2009A Supplement. 

Purchase Price 

The term "Purchase Price" means the purchase price ofthe Refunded Components. 

Refunded Components 

The temi "Refunded Components" means the Components of the Project specified in 
Exhibit A attached to the 2009A Supplement, originally comprising portions of the 1998 Project 
and the 2007A Project, for some of which the City will be making 2009A Installment Payments. 

2009A Installment Payments 

The term "2009A Installment Payments" means the Installment Payments specified in the 
2009A Supplement which are to pay the Purchase Price of the Refunded Components in 
accordance with the terms the 2009A Supplement. 

Subordinated Supplements 

The term "Subordinated Supplements" means the 2002 Supplement to Master Installment 
Purchase Agreement, dated as of October 1, 2002, the 2007A Supplement to Master Installment 
Purchase Agreement, dated as of January 1, 2007, the 2008A Supplement to Master Installment 
Purchase Agreement, dated as of Febmary 1, 2008, each by and between the City and the 
Corporation, and each being a supplement to the Agreement, and any additional supplements to 
the Agreement. 

General. Pursuant to the 2009A Supplement, the City agrees to purchase the 
Refunded Components from the Corporation, and to pay the 2009A Installment Payments 
therefor. See the caption, "SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 
2009A BONDS - 2009A INSTALLMENT PAYMENTS" in this Official Statement. 

E-63 000705 



Additional Covenants relatins to Tax Exemption. 

(a) The City shall nol direclly or indirectly use or pennit the use of any 
proceeds ofthe 2009A Bonds or any other funds ofthe City or of the Refunded Components or 
take or omit to take any action that would cause the 2009A Bonds to be "private activity bonds" 
within the meaning of section 141 ofthe Code, or obligations that are "federally guaranteed" 
within the meaning of section 149(b) ofthe Code. 

(b) The City covenants that it will not take any action, or fail to take any 
action, if any such action or failure to take action would adversely affect the exclusion from 
gross income ofthe interest on the 2009A Bonds under section 103 ofthe Code. The City shall 
not directly or indirectly use or permit the use ofany proceeds ofthe 2009A Bonds or any other 
funds of the City, or take or omit to take any action, that would cause the 2009A Bonds to be 
"arbitrage bonds" within the meaning of section 148(a) ofthe Code. 

. (c) Without limiting the generality ofthe foregoing, the City agrees that there 
shall be paid from time to time all amounts required to be rebated to the United States of 
America pursuant to section 148(f) of the Code and any Treasury Regulations as may be 
applicable to the 2009A Bonds from time to time. The City hereby specifically covenants to pay 
or cause to be paid to the United States of America at the times and in the amounts detemiined 
under this Section the Rebate Requirement, as described in the Tax Certificate, and to otherwise 
comply with the provisions of the Tax Certificate executed by the City in connection with the 
execution and delivery of the 2009A Bonds. 

(d) Notwithstanding any provision of the 2009A Supplement, if the City 
provides to the Tmstee an opinion of Bond Counsel to the effect that any action required under 
this Section is no longer required, or to the effect that some ftirther action is required, to maintain 
the exclusion from gross income ofthe interest on the 2009A Bonds pursuant to section 103 of 
the Code, then the City may rely conclusively on such opinion in complying with the provisions 
the 2009A Supplement, and the covenants under the 2009A Supplement shall be deemed to be 
modified to that extent. 

Continuing Disclosure. The City covenants and agrees that it will comply with 
and carry out all of the provisions of the Continuing Disclosure Certificate delivered in 
connection with the 2009A Bonds. Notwithstanding any other provision of the 2009A 
Supplement, failure ofthe City to comply with the Continuing Disclosure Certificate shall not be 
considered a default of any kind under the 2009A Supplement or the Continuing Disclosure 
Certificate; however, the Tmstee may (and, at the request ofany Participating Underwriter or the 
Owners of at least twenty-five percent (25%) in aggregate principal amount ofthe 2009A Bonds, 
shall) or any Owner or Beneficial Owner may take such actions as may be necessary arid 
appropriate, including seeking mandate or specific perfonnance by court order, to cause the City 
to comply with its obligations under the 2009A Supplement. 

ASSIGNMENT AGREEMENT 

The Assignment Agreement providers for the transfer, assignment and setting over by the 
Coiporation to the Tmstee, for the benefit of the Owners of the 2009A Bonds, all of the 
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Corporation's rights under the 2009A Supplement, excepting only certain rights of the 
Coiporation to be indemnified by the City, but including (a) the right to receive and collect all of 
the 2009A Installment Payments and prepayments from the City, (b) the right to receive and 
collect any proceeds of any insurance of the Water System maintained pursuant to the 
Installment Purchase Agreement, or any proceeds of sale of portions of the Water System, 
pemiitted pursuant to the Installment Purchase Agreement, and (c) the right to exercise such 
rights and remedies confened on the Corporation by the 2009A Supplement as may be necessary 
or convenient to (1) enforce payment ofthe 2009A Installment Payments, prepayments and any 
other amounts required to be deposited into the Payment Fund, the Redemption Account or 
otherwise under the Indenture, or (2) otherwise protect the interests of the Coiporation in the 
event ofa default by the City under the Installment Purchase Agreement. The Tmstee accepts 
such assignment, subject to the provisions ofthe Indenture. 
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APPENDIX F 

FORM OF BOND COUNSEL OPINION 

, 2009 

Public Facilities Financing Authority ofthe City of San Diego 
202 C Street, 7th Floor 
San Diego, California 92101 

Re: $ Pubhc Facilities Financing Authority of the City of San Diego Water 
Revenue Bonds, Refunding Series 2009A and Series 2009B (Payable Solely from 
Installment Payments Secured'by Net System Revenues ofthe Water Utility Fund) 

Ladies and Gentlemen: 

In our role as Bond Counsel to the Public Facilities Financing Authority of the City of San Diego 
(the "Authority"), we have examined certified copies of the proceedings taken in connection with the 
issuance by the Authority of $ •__ aggregate principal amount of its Water Revenue Bonds, 
Refunding Series 2009A and Series 2009B (Payable Solely from Installment Payments Secured by Nel 
System Revenues of the Water Utility Fund) (collectively, the "Bonds"). We have also examined 
supplemental documents furnished to us and have obtained such certificates and documents from public 
officials as we have deemed necessary for the purposes of this opinion. The Bonds are issued under 
Article 4 of Chapter 5 of Division 7 of Title 1 ofthe California Govemment Code (the "Bond Law"), 
pursuant to an Indenture (the "Indenture"); dated as of January 1, 2009, by and between the Authority and 
Wells Fargo Bank, National Association, as trustee (the "Trustee"), and pursuant to Resolution No, FA-
2008-_ of the Board of Commissioners of the Aulhority, adopted , 2008. The City of San 
Diego (the "City") has entered into a 2009 Supplement to Amended and Restated Master Installment 
Purchase Agreement with the San Diego Facilities and Equipment Leasing Corporation (the 
"Corporation"), dated as of January 1, 2009 (the "2009 Supplement"), which supplemented the Amended 
and Restated Master Installment Purchase Agreemenl, by and between the City and the Corporation, 
dated as of January 1, 2009 (the "Master Agreement," and together with the 2009 Supplement, • the 
"Installment Purchase Agreement"). Capitalized terms used herein and not olherwise defined shall have 
the meanings assigned to them in the Indenture and the Installment Purchase Agreement, as applicable. 

As bond counsel, we have examined copies certified to us as being true and complete copies of 
the proceedings ofthe Authority, the City and the Corporation for the authorization and issuance ofthe 
Bonds, including the indenture, the Installment Purchase Agreement and the Tax Exemption Certificate 
ofthe Authority and the City, dated the date hereof (the "Tax Certificate"). Our services as bond counsel 
were limiled to an examination of such proceedings and to the rendering ofthe opinions set forth below. 
Jn ihis connection, we have also examined such certificates of public officials and officers of the 
Authority, the City and the Corporation as we have considered necessary for the purposes ofthis opinion. 

Certain agreements, requirements and procedures contained or referred to in the Indenture, the 
installment Purchase Agreement, the Tax Certificate and other relevant documenls may be changed and 
certain actions (including, without limitation, defeasance ofthe Bonds) may be taken or omitted under the 
circumstances and subject lo the lerms and conditions set forth in such documenls. No opinion is 
expressed herein as to any Bond or the lax treatmenl under federal iaw or the laws of the State of 
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California ofthe interest thereon if any such change occurs or action is laken or omitted upon the advice 
or approval of counsel other than ourselves. 

The opinions expressed herein are based on an analysis of existing laws, regulalions, rulings and 
court decisions and cover certain matters not directly addressed by such authorities. Such opinions may 
be affected by aciions taken or omitted or events occurring after the date hereof. We have not undertaken 
lo determine, or lo inform any person, whether any such actions or events are taken or do occur. Our 
engagement with respect lo the Bonds has concluded with their issuance, and we disclaim any obligation 
to update this letler. We have assumed the genuineness ofall documents and signatures presented to us 
(whether as originals or as copies) and the due and legal execution and delivery thereof by any parties 
other than the Authority, the City and the Corporation. We have not undertaken to verify independently, 
and have assumed, the accuracy of the factual matters represented, warranted or certified in the 
documents referred to in the second paragraph hereof. Furthermore, we have assumed compliance with 
all covenants and agreements contained in the Indenture, thelnstallment Purchase Agreement and the Tax 
Certificate, including (withoul limitation) covenants and agreements compliance with which is necessary 
to assure that future actions, omissions or events will not cause inieresl on the Bonds to be included in 
gross income for federal income tax purposes. We call attention to the fact that the rights and.obligations 
under the Bonds, the Indenture, the Inslallment Purchase Agreement and the Tax Certificate may be 
subject lo bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance, moratorium and 
other iaws relating to or affecting creditors rights, to the applicalion of equitable principles, to the exercise 
of judicial discretion in appropriate cases and lo the limitations on legal remedies against public entities in 
the State ofCalifomia. We express no opinion with respect to any indemnification, contribution, choice 
of law, choice of forum or waiver provisions contained in the foregoing documents. We express.no 
opinion and make no comment with respect lo the sufficiency ofthe security or the marketability ofthe 
Bonds. Finally, we undertake no responsibility for the accuracy, completeness or fairness ofthe Official 
Statement or other offering malerial relating to the Bonds and express no opinion wilh respect thereto. 

Based upon ihe foregoing, we are ofthe opinion that: 

(a) The Indenture has been duly and validly authorized, executed and delivered by 
the Authorityand, assuming such Indenture.constitutes the legally valid and binding obligation of 
the Trustee, constitutes the legally valid and binding obligation of the Authority, enforceable 
against the Authority in accordance with its terms, and the Bonds are entitled to the benefits of 
the Indenture. 

(b) The Installment Purchase Agreement has been duly and validly authorized, 
executed and delivered by the City and, assuming such Installment Purchase Agreement 
constitutes the legally valid and binding obligation of the Corporation, constitutes the legally 
valid and binding obligation oflhe City, enforceable against the City in.accordance with ils lerms. 

(c) The proceedings for the issuance of the Bonds have been taken in accordance 
with the laws and Constitution oflhe State of California, and the Bonds, having been issued in 
duly aulhorized form and executed by the proper officials and delivered lo and paid for by llie 
purchasers thereof, constitute legal and binding special obligations of the Authority enforceable 
in accordance with their terms. 

(d) The Bonds are payable from the Revenues, subject lo the applicalion thereof on 
the terms and conditions as set forth in the Indenture and the Installment Purchase Agreement. 

(e) Il is further our opinion, based upon the foregoing, that pursuant io seclion 103 of 
the Internal Revenue Code of 1986, as amended and in effeci on the date hereof (the "Code"), and 
existing regulations, published rulings, and court decisions thereunder, and assuming continuing 
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compliance with the provisions of the Indenture and in reliance upon representations and 
certifications ofthe Corporation made in the Tax Certificale of even date herewith pertaining lo 
the use, expenditure, and investmenl ofthe proceeds ofthe Bonds, when the Bonds are delivered 
to and paid for by the inilial purchasers thereof, interest on the Bonds (1) will be excludable from 
the gross income, as defined in seclion 61 oflhe Code, ofthe owners thereof for federal income 
tax purposes, and (2) will nol be included in computing the altemative minimum taxable income 
of ihe owners thereof who are individuals or, except as described below, corporations, for federal 
income tax purposes. We" call lo your attention that, with respect to our opinion in clause (2) 
above, interest on all tax-exempt obligations, such as the Bonds, owned by a corporation will be 
included in such corporation's adjusled current earnings for purposes of calculating the 
alternative minimum taxable income of such corporation, other lhan an S corporation, a qualified 
mutual fund, a real estate mortgage investment conduit (REM1C), a financial asset securitization 
investment trust (FASIT), or a real estate investment trust (REIT). A corporation's altemative 
minimum taxable income is the basis on which the alternative minimum tax imposed by seclion 
55 ofthe Code is computed. 

(f) In oiir opinion, under exisiing law, interest on the Bonds is exempt from personal 
income taxes of the State of Califomia. 

We express no other opinion with respect to any other federal, state, or local lax consequences 
under present law or any proposed legislation resulting from the receipt or accrual of interest on, or the 
acquisition or disposition of, the Bonds. Ownership of tax-exempt obligations such as the Bonds may 
result in collateral federal tax consequences to, among others, financial institutions, life insurance 
companies, property and casualty insurance companies, certain S corporations with subchapter C earnings 
and profits, certain foreign corporations doing business in the United States, owners of an interest in a 
FASIT, individuals otherwise qualifying for the earned income tax credit, individual recipients of Social 
Security or Railroad Retirement benefits, and taxpayers who may be deemed to have incurred or 
continued indebtedness to purchase or carry, or who have paid or incurred certain expenses allocable lo, 
tax-exempt obligations. 

Our opinions are based on existing law, which is subjecl to change. Such opinions are further 
based on our knowledge of facts as ofthe date hereof. We assume no duty to update or supplement our 
opinions to reflecl any facts or circumstances that may ihereafter come to our attention or lo reflect any 
changes in any law that may thereafter occur or become effective. 

Moreover, our opinions are not a guarantee of result and are nol binding on the Internal Revenue 
Sen'ice or the State of California Franchise Tax Board; rather, such opinions represent our legal judgment 
based upon our review of existing law lhal we deem relevant to such opinions and in reliance upon the 
representations and covenants referenced above. 

Respectfully submitled,-

F-3 
19152.17 031133 POS 

C00710 



APPENDIX G 

FORM OF CONTINUING DISCLOSURE CERTIFICATE 

This Continuing Disclosure Certificale, dated as of January 1, 2009 (the "Disclosure 
Certificate") is executed and.delivered by The City of San Diego (the "City") in connection with the 
issuance of $[Par Amount] Public Facilities Financing Authority ofthe City of San Diego Waler Revenue 
Bonds, Refunding Series 2009A (Payable Solely From Installment Payments Secured By Net System 
Revenues ofthe Water Utility Fund) (the "Series 2009A Bonds"). The Series 2009A Bonds are being 
issued pursuant to that certain Indenture, dated as of January 1, 2009 (the "Indenture"), by and between 
the Public Finance Authority ofthe City of San Diego (the "Authority") and Wells Fargo Bank, National 
Association, as trustee. The proceeds of the Series 2009A Bonds are being used to pay or prepay a 
portion of the Outstanding Obligations (as defined in the Indenture), fund the reserve fund for the Series 
2009A Bonds and pay costs of issuance with respect to the Series 2009A Bonds. In connection therewith, 
the City, as an "obligated person" with respect to the Series 2009A Bonds (within the meaning of the 
Rule, as defined herein), covenants and agrees as follows: 

Section 1. Purpose of the Disclosure Certificate. Tliis Disclosure Certificate is being 
executed and delivered by the City for the benefit of the holders and beneficial owners of the Series 
2009A Bonds and in order to assist the Participating Underwriter in complying with the Rule. 

Section 2. Definitions. In addition to the definitions set forth in the Indenture, which 
apply to any capitalized term used in this Disclosure Certificate unless otherwise defined in this Section, 
the following capitalized tenns shall have the following meanings: 

"Annual Report" shall mean any Annual Report provided by the City pursuant to, and as 
described in, Seciions 3 and 4 ofthis Disclosure Certificate. 

"Dissemination Agent" shall mean the City, acting in its capacity as Dissemination Agent 
hereunder, or any successor Dissemination Agent designated in writing by the City and which has filed 
with the City and the Trustee a written acceptance of such designation. 

"Listed Events" shall mean any of the events listed in Section 5(a) of this Disclosure 
Certificate. 

"National Repository" shall mean any Nationally Recognized Municipal Securities 
Infonnation Repository for purposes ofthe Rule. The Nalional Repositories currently recognized by the 
Securities and Exchange Commission are currently set forth in the SEC website located at 
http://www.sec.gov/inf6/municipal/nrnisir.htm. 

"Official Statement" means the Official Stalement, daled , 2008, relating to the 
Series 2009A Bonds. 

"Participating Underwriter" shall mean any of the original Underwriters of the Series 
2009A Bonds required to comply with the Rule in connection with offering ofthe Series 2009A Bonds. 

"Repository" shall mean each National Repository and each State Repository, if any. 

"Rule" shall mean Rule 15c2-l 2(b)(5) adopted by the Securities and Exchange 
Commission under ihe Securities Exchange Acl of 1934, as the same may be amended from time to time. 
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"State Repository" shall mean any public or private repository or entity designated by the 
State of Califomia as a state repository for the purpose of the Rule and recognized as such by the 
Securities and Exchange Commission. As of the date of this Disclosure Certificale, there is no State 
Repository. 

Section3. Provision of Annual Reports. 

(a) The City shall, or upon written direction shall cause the Dissemination Agent to, 
nol later lhan 270 days after the end of the City's fiscal year (which currently ends June SO"1), 
commencing with the report for the 2007-08 Fiscal Year (each, a "Filing Dale"), provide to each 
Repository an Annual Report which is consistent with the requirements of Section 4 of this Disclosure 
Certificale for so long as the Series 2009A Bonds remain outsianding. Not later than fifteen (15) 
Business Days prior to each Filing Date, the City shall provide the Annual Repori to the Dissemination 
Agent (if other than the City). The Annual Report may be submitted as a single document or as separate 
documents comprising a package, and may include by reference other infonnation as provided in 
Section 4 ofthis Disclosure Certificate; provided that the audited financial statemenls ofthe City may be 
submilted separately from the balance ofthe Annual Report, and later lhan the Filing Dale for the filing of 

.the Annual Repori, ifnot available by such Filing Dale. If the City's fiscal year changes, il shall give 
notice of such change in the same manner as for a Listed Event under Seclion 5(c) hereof. The City shall 
provide a written certification with each Annual Report furnished to the Dissemination Agent to the effect 
that such Annual Report constitutes the Annual Report required lo be furnished by it hereunder. The 
Dissemination Agent may conclusively rely upon such certification ofthe City and shall have no duty or 
obligation to review such Annual Report. 

(b) If the City is unable to provide to the Repositories an Annual Report by the date 
required in subsection (a), the City shall send a notice to the Municipal Securities Rulemaking Board and 
any appropriate State Repository in substantially the form attached as Exhibil A.. 

(c) The Dissemination Agent shall: 

(i) determine each year prior lo the Filing Date the name and address of 
each National Repository and each State Repository, if any; and 

(ii) iflhe Dissemination Agent is other lhan the City, and such information is 
avaiiable to it, file a report with the City certifying that the Annual Report has been provided pursuant to 
this Disclosure Certificate, stating the date it was provided and listing all the Repositories to which it was 
provided. 

Section 4. Content of Annual Reports. The City's Annuai Report shall conlain or 
incoiporate by reference the following: 

(a) The audited financial statements for the most recently compleled Fiscal Year 
prepared in accordance with generally accepted accounting principles as promulgated to apply to 
governmental entities from time to time by the Govemmental Accounting Standards Board. Iflhe City's 
audited financial statements are not available by' the iime the .Annual Report is required lo be filed 
pursuant to Section- 3(a), the Annual Report shall contain unaudited financial statements in a fonnal 
similar to the financial slatemenls contained in the final Official Statemeni, and the audited financial 
statements shall be filed in the samemanner as the Annual Report when they become available. 

(b) Financial information and operating data with respect to the City, as such' 
information and dala relate to the City's Water Department and the Water Utility Fund, for the most 
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recently completed fiscal year ofthe type included in the Official Statement, in the following categories 
(to the extenl noi included in the City's audited financial statements); 

(i) An update oflhe information conlained in Table 1 (entitled "Historical 
Number of Retail Connections to Waler System") of the Official Statemeni for the most recently 
completed fiscal year; 

(ii) An update ofthe information conlained in Table 2 (entitled "Major Non-
Governmental Retail Customers and Top Governmental Customers") oflhe Official Stalement for the 
most recently completed fiscal year; 

(iii) An update ofthe information conlained in Table 6 (entitled "Summary of 
Projected CIP Projecls") of the Official Statement as of the end of the mosl recently completed fiscal 
year; 

(iv) An update of the information conlained in Table 7 (entitled "Five-Year 
Waler Service Charge Hislory for Single Family Residenlial Units and Other Domestic, Commercial, 
Industrial arid Irrigation/Temporary Construction") of the Official Statement for the most recently 
completed fiscal year; • 

(v) An update of the information contained in Table 10 (entitled "Recent 
Rate History for Capacity Charges") ofthe Official Statemeni for the most recently completed fiscal year: 

(vi) An update of the information conlained in Table 11 (entitled "Water 
Utility Fund Historical Capacily Charge Revenues") of the Official Slalemenl for the most recently 
compleled fiscal year; 

(vii) An update of the informaiion contained in Table 12 (entitled "Water 
Cuslomer Accounts Receivable and Shut-Offs by Fiscal Year") of the Official Stalement for the most 
recently compleled fiscal year; 

(viii) An update ofthe information contained in Table 13 (entitled "Historical 
Sources of Water Service Revenues") of the Official Statemeni for the most recently completed fiscal 
year; 

(ix) Infonnation conlained in Table • 14 (entitled "Revenues, Expenses, 
Changes in Fund Nel Assets") oflhe Official-Statement for the mosl recently completed fiscal year; 

(x) Infonnation contained in Table 15 (entitled "Calculalion of Historic Debt 
Service Coverage") ofthe Official Statement for the most recently completed fiscal year; 

(xi) • Infonnation conlained in Table 16 (entitled "Water Utility Fund 
Reserves") ofthe Official Stalement for the most recently completed fiscal year; 

(xii) An update of the information conlained in Table 21 (entitled "City of San 
Diego Pooled Investment Fund") ofthe Official Slatement as ofthe most recently completed fiscal year; 

(xiii) Infonnation contained in Table 22 (entitled "City of San Diego Schedule 
of Funding Progress") ofthe Official Statement for the most recenily compleled fiscal year; 
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(xiv) Infonnation contained in Table 23 (entitled "City of San Diego and 
Water Departinent Pension Contribution") ofthe Official Statement for the mosl recentiy completed fiscal 
year; 

(xv) Infonnation contained in Table 24 (entitled "Water Departinent Retiree 
Health Contribution") ofthe Official Statement for the most recently completed fiscal year; and 

(xvi) An update of the informaiion contained in the Official Stalement under 
the heading "Water System Financial Operations - Labor Relations - General" for the most recently 
compieted fiscal year. 

Any or all of the items listed above may be included by specific reference to other 
documents, including official statements of debt issues oflhe City or related public entities, which have 
been submitted to each ofthe Repositories or Ihe Securities and Exchange Commission. If the document 
included by reference is a final official statement, it must be available from the Repositories. The City 
shall clearly identify each such other document so included by reference. 

Section 5. Reporting of Significant Events. 

(a) Pursuant to the provisions of this Section 5, the City shall give, or cause to be 
given, notice ofthe occurrence ofany ofthe following events with respect lo the Series 2009A Bonds, if 
material: 

(i) Principal and interest payment delinquencies. 
(ii) Non-payment related defaults. 
(iii) Unscheduled draws on debt service reserves reflecting financial 

difficulties, 

difficulties. . 

Series 2009A Bonds. 

Series 2009A Bonds. 

(iv) Unscheduled draws on credit enhancements reflecting financial 

(v) Substitution of credit or liquidity providers, or their failure to perforin, 
(vi) Adverse tax opinions or events affecting the tax-exempt status of the 

(vii) Modifications lo rights of Bondholders, 
(viii) Contingent or unscheduled Bond calls. 
(ix) Defeasances. 
(x) Release, substitution, or sale of property securing repayment of the 

(xi) Rating changes. 

• (b) Whenever the City obtains knowledge of the occurrence of a Listed Event, the 
City" shall, as soon as possible determine if such event would be material under applicable Federal 
securities law. 

(c) Iflhe City determines that knowledge ofthe occurrence ofa Listed Event would 
be material under applicable Federal securities law, the City shall promptly file a notice of such 
occurrence with the Repositories. Notwithstanding the foregoing, notice of Listed Events described in 
subsections (a)(viii) and (ix) need nol be given under this subsection any earlier than the notice (if any) of 
the underlying event is given to holders of affected Bonds pursuant lo the Indenture. 

(d) If the Dissemination Agent has been instructed by the City to repon the 
occurrence ofa Listed Event, the Trustee shall file a notice of such occurrence with the Repositories with 
a copy to the City. Notwithstanding the foregoing notice of Listed Events described in subsections 
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(a)(viii) and (ix) need not be given under this subsection any earlier than the notice (if any) of the 
underlying evenl is given to the holders of affected Bonds pursuant to the Indenture. 

Section 6. Termination of Reporting Obligation. The City's obligations under this 
Disclosure Certificate shall terminate upon the legal defeasance, prior redemption or payment in full of ail 
of the Series 2009A Bonds. If such termination occurs prior to the final maturity of the Series 2009A 
Bonds, the City shall give notice of such termination in the same manner as for a Listed Evenl under 
Section 5(c). 

Section 7. Dissemination Agent. The City may, from time to time, appoint or engage a 
Dissemination Agent to assist it in carrying out its obligations under this Disclosure Certificate, and may 
discharge any such Dissemination Agent, wilh orwithout appointing a successor Dissemination Agenl. 
Tlie initial Dissemination Agent shall be the City. The Dissemination Agent may resign as Dissemination 
Agent by providing ihirty days written notice to the City and the Tmstee. The Dissemination Agent shall 
not be responsible for the content ofany report or notice prepared by the City. The Dissemination Agent 
shall have no duty to prepare any information report nor shall the Dissemination Agent be responsible for 
filing any report not provided to it by the City in a timely manner and in a form suiiabie for filing. 

The City may satisfy its obligations hereunder to file any notice, document or infonnation 
with a National Repository or State Repository by filing the same with any dissemination agent or 
conduit, including any "central post office" or similar entity, assuming or charged with responsibility for 
accepting notices, documents or infonnation for transmission to such National Repository or Slate 
Repository, to the extent permitted by the SEC or SEC staff or required by the SEC. For this purpose, 
permission shall be deemed to have been granted by the SEC staff if and to the.extent the dissemination 
agent or conduit has received an interpretive letler, which has not been revoked, from the SEC staff to the 
effect that using the agent or conduit to transmit information to the National Repository and State 
Repository will be trealed for purposes ofthe Rule as if such informaiion were transmitted directly to the 
National Repository and Slate Repository. 

Section 8. Amendment; Waiver., Notwithstanding any other provision of this 
Disclosure Certificate, the City may amend this Disclosure Certificale, and any provision of this 
Disclosure Certificate may be waived (provided no amendment that modifies or increases its duties or 
obligations of the Dissemination Agent shall be effective without the consenl of the Dissemination 
Agent), provided that the following conditions are satisfied: 

(a) if the amendmenl or waiver relates to the provisions of Sections 3(a), 4 or 5(a), it 
may oniy be made in connection wilh a change in circumstances that arises from a change in legal 
requirements, change in law, or change in the identity, nature, or status of an obligated person with 
respect to the Series 2009A Bonds, or type of business conducted; 

(b) the undertakings herein, as proposed to be amended or waived, would, in the 
opinion of nationally recognized bond counsel, have complied with the requirements of the Rule at the 
time of the primary offering of the Series 2009A Bonds, after taking into accounl any amendments or 
interpretations ofthe Rule, as well as any change in circumstances; and 

(c) the proposed amendment or waiver eilher (i) is approved by holders ofthe Series 
2009A Bonds in the manner provided in the Indenture for amendments to the Indenture with the consenl 
of holders, or (ii) does not, in the opinion of nationally recognized bond counsel, materially impair llie 
interests ofthe holders or beneficial owners oflhe Series 2009A Bonds. 
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Iflhe annual financial information or operaling dala to be provided in the Annual Report 
is amended pursuanI lo the provisions hereof, the first annual financial information filed pursuant hereto 
containing the amended operating dala or financial information shall explain, in narrative form, the 
reasons for the amendment and the impacl of the change in the type of operating data or financial 
informaiion being provided. 

If an amendment is made to the undertaking specifying the accounting, principles to be 
followed in preparing financial statements, the. annual financial infonnaiion for the year in which the 
change is made shall present a comparison between the financial statements or informaiion prepared on 
the basis of the new accounting principles and those prepared on the basis of the former accounting 
principles. The comparison shall include a qualitative discussion of the differences in the accounting 
principles and the impact ofthe change in the accounting principles on the presentation ofthe financial 
information, in order to provide information to investors to enable them to evaluate the ability ofthe City 
to meet its obligations. To the extent reasonably feasible, the comparison shall be quantitative. A notice of 
the change in the accounting principles shall be sent to the Repositories in the same manner as for a 
Listed Event under Section 5{c). 

Section 9. Additional Information. Nothing in this Disclosure Certificate shall be 
deemed to prevent the City from disseminating any olher information, using the means of dissemination 
set forth in this Disclosure Certificate or any other means of communication, or including any olher 
infonnation in any Annual Report or notice of occurrence ofa Listed Event, in addition to that which is 
required by this Disclosure Certificate. If the City chooses lo include any information in any Annual 
Repori or notice of occurrence ofa Listed Evenl in addition to that which is specifically required by this 
Disclosure Certificate, the City shall have no obligation under this Disclosure Certificate to update such 
infonnation or include it in any fulure Annual Report or notice of occurrence ofa Listed Event. 

Section 10. Default. In the event ofa failure ofthe City to comply wilh any provision 
of this Disclosure Certificate, any Participaling Underwriter or any holder or beneficial owner of the 
Series 2009A Bonds may take such actions as may be necessary and appropriate, including seeking 
mandate or specific performance by court order, to cause the City to comply with its obligations under 
this Disclosure Certificate. A default under this Disclosure Certificate shall not be deemed an Event of 
Default under the Indenture, and the sole remedy under this Disclosure Certificate in the event of any 
failure ofthe City to comply with this Disclosure Certificate shall be an action to compel performance. 

Section 11. Duties, Immunities and Liabilities of Dissemination Agent. The 
Dissemination Agent shall have only such duties as are specifically set forth in this Disclosure Certificate, 
and the City agrees to indemnify and save the Dissemination Agent, its officers, directors, employees and 
agents, hannless against any loss, expense and liabilities which it may incur-arising out of or in the 
exercise or performance of its powers and duties hereunder, including the costs" and expenses (including 
attorneys fees) of defending against any claim of liability, but excluding liabiiities due to ihe 
Dissemination Agent's negligence or willful misconduct. The Disseminalion Agent shall be paid 
compensation by the City for its services provided hereunder in accordance with its schedule of fees as 
amended from time lo lime and shall be reimbursed for all expenses, legal fees and advances made or 
incurred by the Dissemination Agent in the performance of ils duties hereunder. Tlie Dissemination 
Agent shall have no duty or obligalion lo review any informaiion provided lo it hereunder and shall not be 
deemed to be acting in any fiduciary capacity for the City, the Authority, the Series 2009A Bondholders, 
or any other party. Other than in the case of negligence, gross negligence or willful misconduct of the 
Disseminalion Agent, the Dissemination Agent shall not have any liability lo the Series 2009A-
Bondholders or any other party for any monetary damages or financial liability of any kind whatsoever 
related to or arising from any breach ofany obligation ofthe Dissemination Agent. The obligations oflhe 
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Cily under this Seclion shall survive resignation or remova] of the Disseminalion Agent and paymenl of 
the Series 2009A Bonds. 

Section 12. Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of 
the City, the Dissemination Agent, ihe Participaling Underwriter and holders and beneficial owners from 
time to time ofthe Series 2009A Bonds, and shall creaie no rights in any other person or entily. 

THE CITY OF SAN DIEGO 

By: 
Authorized Signatory 

Attest: 

City Clerk 

APPROVED AS TO FORM: 
MICHAEL J. AGUIRRE. City Attorney 

By: 
Name: 
Deputy City Attorney 
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EXHIBIT A 

FORM OF NOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT 

Name of Issuer: . The Cily of San Diego 

Name of Issue: S[Par Amount].Public Faciiities Financing Aulhority of 
the City of San Diego Water Revenue Bonds, Refunding Series 2009A 
(Payable Solely From Installment Paymenls Secured By Net System 
Revenues oflhe Waler Utility Fund) (the "Bonds"). 

Date of Issuance: January __, 2009 

NOTICE IS HEREBY GIVEN that the City of San Diego has not provided an Annual Repori with respect 
to ihe above-named Bonds as required by Section 3 ofthe Continuing Disclosure Certificate dated as of 
January 1, 2009 executed and delivered by the City: [The Cily anticipates thai the Annual Report will be 
filed by .] 

Dated: 

THE CITY OF SAN DIEGO 

By: 
Title: 
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APPENDIXH 

INFORMATION REGARDING THE BOOK-ENTRY ONLY SYSTEM 

THE INFORMATION IN THIS APPENDIX H CONCERNING THE DEPOSITORY TRUST 
COMPANY, NEW YORK, NEW YORK AND ITS BOOK-ENTRY SYSTEM HAS BEEN OBTAINED 
FROM SOURCES THAT THE CITY, THE AUTHORITY AND THE UNDERWRITERS BELIEVE TO 
BE RELIABLE, BUT THE CITY, THE AUTHORITY AND THE UNDERWRITERS TAKE NO 
RESPONSIBILITY FOR THE ACCURACY THEREOF. 

The Depository Trust Company ("DTC"), New York, New York, will act as securities depository 
for the Public Facilities Financing Authority ofthe City of San Diego Water Revenue Bonds, Refunding 
Series 2009A (Payable Solely From Installment Payments Secured by Net System Revenues ofthe Water 
Utility Fund) (the "Series 2009A Bonds"). The Series 2009A Bonds will be issued as fully-registered 
securities registered in the name of Cede & Co. (DTC's partnership nominee) or such other name as may 
be requested by an authorized representative of DTC. One fully-registered bond certificate will be issued 
for each maturity of each Series of the Series 2009A Bonds, each in the aggregate principal amount of 
such maturity, and will be deposited with DTC. 

DTC, the world's largest securities depository, is a limited-purpose trust company organized 
under the New York Banking Law, a "banking organization" within the meaning of the New York 
Banking Law, a member of the Federal Reserve Sysiem, a "clearing corporation" within the meaning of 
the New York Uniform Commerciat Code, and a "clearing agency" registered pursuant to the provisions 
of Section 17A ofthe Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 
3.5 million issues of U.S. and non-U.S. equity issues, corporate and municipal debt issues, and money 
market instmments (from over 100 countries) that DTC's participants ("Direct Participants") deposit with 
DTC. DTC also facilitates the post-trade settlement among Direct Participants of sales and other 
securities transactions in deposited securities, through electronic computerized book-entry transfers and 
pledges between Direct Participants' accounts. This eliminates the need for physical movement of 
securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, 
banks, trust companies, clearing corporations, and certain other organizations. DTC is a wholly-owned 
subsidiary of Tlie Depository Trust & Clearing Corporation ("DTCC"). DTCC is the holding company for 
DTC, National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which are 
registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the DTC 
system is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, 
trust companies, and clearing corporations that clear through or maintain a custodial relationship with a 
Direci Participant, either directly or indirectly ("Indirect Participants"). DTC has Standard & Poor's 
highest rating: AAA. The DTC Rules applicable to its Participants are on file with the Securities and 
Exchange Commission. More information about DTC can be found al www.dtcc.com and www.dtc.org. 

Purchases of the Series 2009A Bonds under the DTC system must be made by or through Direct 
Participants, which will receive a credit for the Series 2009A Bonds on DTC's records. The ownership 
interest of each actual purchaser of each Series 2009A Bond ("Beneficial Owner") is in turn to be 
recorded on the Direct and Indirect Participants' records. Beneficial Owners will not receive wrilten 
confirmation from DTC of their purchase. Beneficial Owners are, however, expected to receive writlen 
confirmations providing details ofthe transaction, as well as periodic statements oftheir holdings, from 
the Direct or Indirect Participant through which the Beneficial Owner entered into the transaction. 
Transfers of ownership interests in the Series 2009A Bonds are to be accomplished by entries made on 
the books of Direci and Indirect Participants acting on behalf of Beneficial Owners. Beneficial Owners 
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will nol receive certificates representing iheir ownership .interests in the Series 2009A Bonds, excepl in 
ihe event that use ofthe book-entry system for the Series 2009A Bonds is discontinued. 

To facilitate subsequent transfers, all Series 2009A Bonds deposited by Direci Participants with 
DTC are registered in the name of DTC's partnership nominee, Cede & Co., or such other name as may 
be requesled by an authorized representative of DTC. The deposit ofthe Series 2009A Bonds with DTC 
and their registration in the name of Cede & Co. or such olher DTC nominee do not effect any change in 
beneficial ownership. DTC has no knowledge oflhe actual Beneficial Owners oflhe Series 2009A Bonds; 
DTC's records reflect only the identity ofthe Direct Participants to whose accounts such Series 2009A 
Bonds are credited, which may or may not be the Beneficial Owners. The Direct and Indirecl Participants 
will remain responsibie for keeping account of their holdings on behalf of their customers. 

Conveyance of notices and other communicalions by DTC to Direct Participants, by Direci 
Panicipanls to Indirect Participants, and by Direci Participants and Indirect Participants to Beneficia] 
Owners will be governed by arrangements among them, subject to any statutory or regulaiory 
requirements as may be in effect from lime lo time. The City and the Authority will not have any 
responsibility or obligation to such Direct Participants and Indirect Participants or the persons for whom 
ihey acl as nominees with respect to the Series 2009A Bonds. Beneficial Owners ofthe Series 2009A 
Bonds may wish to take certain steps lo augment the transmission to them of notices of significanl events 
with respect to the Series 2009A Bonds, such as redemptions, tenders, defaults, and proposed 
amendments to the Series 2009A Bond documents. For example, Beneficial Owners ofthe Series 2009A 
Bonds may wish to ascertain that the nominee holding the Series 2009A Bonds for their benefit has 
agreed lo obtain and transmit notices to Beneficial Owners. In the altemative, Beneficial Owners may 
wish to provide their names and addresses to the registrar and request that copies of notices be provided 
directly to them. 

Redemption notices shall be sent to DTC. The conveyance of notices and other communications 
by DTC to DTC Participants, by DTC Participants to Indirect Participants and by DTC Participants and 
Indirect Participants to Beneficial Owners will be governed by arrangements among them, subjecl to any 
statutory or regulatory requirements as may be in effect from time to time. Any failure of DTC to advise 
any DTC Participant, or of any DTC Participant or Indirect Participant to notify a Beneficial Owner, of 
any such notice and its content or effect will not affect the validity ofthe redemption ofthe Series 2009A 
Bonds called for redemption or ofany other action premised on such notice. Redemption of portions of 
the Series 2009A Bonds by the Authority will reduce the outstanding principal amount of Series 2009A 
Bonds held by DTC. In such event, DTC will implement, through its book-entry system, a redemption by 
lot of interests in the Series 2009A Bonds held for the account of DTC Participants in accordance with its 
own rules or olher agreements with DTC Participants and then DTC Participants and Indirect Participants 
will implement a redemption oflhe Series 2009A Bonds for the Beneficial Owners. 

Redemption notices shall be sent to DTC, If less than all of the Series 2009A Bonds wiihin an 
issue are being redeemed, DTC's practice is lo deiermine by lol the amounl ofthe interest ofeach Direci 
Participant in such issue to be redeemed. 

Neither DTC nor Cede & Co. (nor any olher DTC nominee) will consent or vote with respect to 
the Series 2009A Bonds unless authorized" by a Direci Participant in accordance wilh DTC's MMI 
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy lo the Tmstee as soon as possible 
after the record date. The Omnibus Proxy assigns Cede & Co.'s consenting or voting rights to those 
Direct Participants to whose accounts the Series 2009A Bonds are credited on the record date (idenlified 
in a listing attached to the Omnibus Proxy). 
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Paymenls of principal of, premium, if any, and interest on the Series 2009A Bonds will be made 
to Cede & Co., or such olher nominee as may be requested by an authorized representative of DTC. 
DTC's practice is lo credit Direct Participants' accounts upon DTC's receipt of funds and corresponding 
detail infonnation from the Trustee, on payable dates in accordance with Iheir respective holdings shown 
on DTC's records. Payments by Participants lo Beneficial Owners will be governed by standing 
instructions and customary practices, as is the case with securities held for the accounts of customers in 
bearer fonn or registered in "street name," and will be the responsibility of such Participant and not of 
DTC nor ils nominee, or the Trusiee, subject to any starutory, or regulatory requirements as may be in 
effect from time to time. Payments of principal of, premium, if any, arid interest on the Series 2009A 
Bonds to Cede & Co. (or such other nominee as may be requested by an authorized representative of 
DTC) is the responsibility ofthe Trustee, disbursement of such payments to Direct Participants will be the 
responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be the-
responsibility of Direci and Indirect Participants. 

NONE OF THE CITY, THE AUTHORITY OR THE TRUSTEE WILL HAVE ANY 
RESPONSIBILITY OR OBLIGATION TO DTC PARTICIPANTS, INDIRECT PARTICIPANTS OR 
BENEFICIAL OWNERS WITH RESPECT TO THE PAYMENTS OR THE PROVIDING OF NOTICE 
TO DTC PARTICIPANTS, INDIRECT PARTICIPANTS OR BENEFICIAL OWNERS OR THE 
SELECTION OF BONDS FOR PREPAYMENT. 

DTC may discontinue providing its services as depository with respect to the Series 2009A Bonds 
at any. lime by giving reasonable notice to "the City, the Authority or the Trustee. Under such 
circumstances, in the event that a successor depository is nol obtained, bond certificates are required to be 
printed and delivered. 

The City and the Authority may decide to discontinue use of the system of book-entry-only 
transfers through DTC (or a successor securities depository). In that event, bond certificates will be 
printed and delivered lo DTC. 

In the event that the book-entry system is discontinued as described above, the requirements of 
the Indenture will apply. The information in this seclion concerning DTC and DTC's book-entry system 
has been obtained from sources that District believes to be reliable, but District takes no responsibility for 
the accuracy thereof. 

None of the City, the Authority, the Trustee or the Underwriters can and do not give any 
assurances that DTC, the Participants or others will distribute payments of principal of, premium, if any, 
and interest on the Series 2009A Bonds paid to DTC or its nominee as the registered.owner,or will 
distribute any prepayment notices or other notices, to the Beneficial Owners, or that they will do so on a 
timely basis or wiii serve and act in the manner described in this Official Statement. None ofthe City, the 
Aulhority, the Trustee or the Underwriters are responsible or liable for the failure of DTC or any 
Participant to make any payment or give any notice to a Beneficial Owner with respect to the Series 
2009A Bonds or an error or delay relating thereto. 
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Morgan Stanley and JP Morgan Securities 
COMMUNITY REINVESTMENT ACTIVITY 

This infonnation is being provided in connection with the Fiscal Year 2009 Bonds - Water 
System (Refunding and New Money). Morgan Stanley & Co. ("Morgan Stanley") and J.P. 
Morgan Securities, Inc. (J.P. Morgan) are the proposed senior and co-senior manager, 
respectively, for the Water Revenue Bonds, Refunding Series 2009A. Attached is the 
information provided by the firms on their community reinvestment activity. A summary ofthe 
firm's community reinvestment activities within the Califomia region including San Diego are 
provided. 

Per the CRA Regulation: "The Community Reinvestment Act, enacted in 1917, is 
intended to encourage depository institutions to help meet the credit needs ofthe communities 
(or assessment oreas) in which they operate, including low-and moderate-income 
neighborhoods, consistent with safe and sound hanking operations.. An ''Assessment Area" 
includes the geographies (or census tracts) where the institution has its main office, retail 
branches, and/or deposit-taking ATMs, as well as the surrounding geographies in which the 
institution originated or purchased a substantial portion of its loans. " 

Morgan Stanley. Prior to October 2008, Morgan Stanley was an investment bank and therefore 
not subject to the CRA or HMDA provisions. Morgan Stanley has restmctured as a bank holding 
company, but currently has no commercial banking operations. Morgan Stanley voluntarily 
provided information on its community aclivities upon the City's request. . 

According to Morgan Stanley's submission, the firm has donated $3.7 million in 2007 and 2008 
(year to date) respectively to local charities in California, including many in the San Diego 
region. Other programs include Annual Appeal Program where Morgan Stanley encourages 
employees to give to local charitable organizations, and also offers a partial match ($0.25 for 
each $ 1.00) for any employee donations. Other San Diego activity includes employees who are 
actively involved in the communities through community service and scholarship. Other 
information is detailed in Morgan Stanley's CRA attachments. 

J.P. Morgan. J.P. Morgan Chase Bank, N.A does not have a main office, retail branch, or 
deposit-taking ATM in the City of San Diego. As a resull, San Diego is not a JPMC CRA 
assessment area. Nationally. JPMC received an overall "Outstanding" CRA rating from the 
Comptroller ofthe Currency on January 1, 2007. 

According to JP Morgan's submission, since 2005, the Bank has provided over 11.700 mortgage 
loans in the City of San Diego, of which 4.3% were made to low-or moderate-income borrowers 
and 15.5% were made for homes located in low-or moderate-income communities. Also, since 
2005, the Bank has made over 30,400 small business loans in San Diego, of which, over 18.3% 
were made to business located in low-or moderate-income communities. 
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Morgan Stanley's CRA and HMDA infonnation is included as attachments 1 and 2, respectively. 
J.P. Morgan's CRA and HMDA information is included as attachments 3 through 5. 

Morgan Stanley and J.P. Morgan representatives will be available at the October 27/28, 2008, 
City Council meeting to address questions that the Council members may have on Iheir firms' 
commitment to the region. 

Attachments: 1. Morgan Stanley CRA Letter of October 3, 2008 
2. Morgan Stanley HMDA Letter of September 30, 2008 
3. Community Reinvestment Act Performance Evaluation 
4. Overview of JPMorgan Chase Bank, N.A. Community Reinvestment Activities 

In the City of San Diego 
5. JP Morgan Chase Bank, N.A. Letter of October 1, 2009 
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Morgan Stanley 

Attachment 1 
SSSCa i i f o rn i r .S i r cc i 

Suiic 2200 ' 

Sifri F i 'anci fco. C A '-)• • . C a 

October 3, 2008 

Debt Management Department 
CityofSanDiego 
202 C Street, MS 7B 
SanDiego, CA 92101-3868 

To Whom It May Concern: 

Morgan Stanley & Co. Incoiporated shares the City of San Diego's commitment to community 
involvement and investment. Although Morgan Stanley & Co. Incorporated is not a commercial bank 
and has no mandated community reinvestment obligations, we do voluntarily provide significant 
charitable donations to Califomia programs and charities, including those in the San Diego area. 
Morgan Stanley Community Affairs provides over $10 million annually in the U.S. with three primary 
goals: 

i) to create and deliver excellence in children's healthcare; 

ii) to invest in students and faculty to create access and opportunity in the financial services 
sector for members of underserved communities; and 

iii) to encourage, recognize and reward employee volunteer efforts. 

Charitable Contributions in the San Diego Region. Morgan Stanley has donated S2.4 
million and $1.3 million in 2007 and 2008 (year to date) respectively to local charities in.Califomia. 
This includes a wide variety of charities in the San Diego region including San Diego County Hispanic 
Chamber of Commerce, La Jolla Playhouse, Scripps Health Foundation, Torrey Pines High School, 
Copley Family YMCA, Rancho Sante Fe Art Guild, National Multiple Sclerosis Society, Juvenile 
Diabetes Research Foundation, United Cerebral Palsy Association of San Diego County, Empowering 
the Human Spirit Foundation, Invest in Others Charitable Foundation, Rady's Childrens Hospital, 
Elizabeth Hospice, and La Jolla Youth Baseball Association, among others. 

Annual Appeal Program - Employee Donations. Morgan Stanley also sponsors an Annual 
Appeal Program which encourages employees to give lo local charitable organizations, and also offers 
a partial match ($0.25 for each' $1.00) for any employee donations. In 2007, there were 1,485 
donations made by employees as part of the Annual Appeal program in Califomia, including 91 
donations to Sari Diego area charities covering a wide range of causes. Several of these charities are 
listed in the table below. 

San Diego Area Recipients of Annual Appeal Program Funds in 2007 
American Lung Association of 

San Diego 

Conners Cause for Children San Diego Humane Society & 
SPCA 

United Way of San Diego 
County 

American Melanoma Foundation Freedom Is Not Free San Diego Stale University Univ ot California - San Diego 
American Red Cross - San 
Diego/imperial Counties • 

Injured Marine Semper Fi Fund San Diego Youth & Community 
Services, Inc. 

University of San Diego 

Autism Research Institute Make-A-Wish Foundation - San 
Diego -

Scripps Research Institute Veterans Memorial Cenler Inc 

Baja Animal Sanctuary Mama's Kitchen St. Vincent de Paul Village Veterans Village of San Diego 
Burn Inslitule Rancho Coastal Humane 

Society 
StandUp For Kids Voices for Children San Diego 

Childrens Hospital and Health 
Cenler 

Salvation Army San Dtego Susan G. Komen Breast Cancer 
Foundation - San Diego Affiliale 

YMCA of San Diego Counly 

Children's School for Child-
Centered Education 

San Diego Hospice Foundation SVDP Management Inc. -
Father Joe's Villages 

Zoological Society of San Diego 
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Morgan Stanley 

Community Involvement in the San Diego Region. In addition lo donating money, Morgan 
Stanley and ils employees are actively involved in their communities, including participatingin Global 
Volunteer Month, In Califomia, employees logged more lhan 2,500 hours of communily service 
during this period for 185 organizations throughout the State. Organizations include many in the San 
Diego region including ihe San Diego Blood Bank, the San Diego Counly Animal Shelter, the San 
Diego Counly Parks Department, the San Diego River Park Foundation, the Encinitas Trails Coalition, 
the Encinitas Parks and Recreation Commission and the Califomia Youth Soccer Association. Other 
southern Califomia organizations that employees donated their lime to included Cedars, Sinai, the Boys 
and Girls Club of America, the Avon Walk for Breast Cancer, the American Cancer Sociely, Habitat 
for Humanity, the Laguna Beach Communily Clinic, Special Olympics, Swim Pasadena, the Surfrider 
Foundation, the Thousand Oaks Civic Arts Plaza, various YMCA chapters and the Venice Family 
Clinic. We have included the latest issue of our "What a Difference a Day Makes" newsletter, which 
references the participation of some of our La Mesa employees in their local chapter bf the National 
Multiple Sclerosis Society. 

VolunteerMatch. The Firm also provides a tool for employees called VolunteerMatch which 
helps employees find local opportunities that fit their interests, as well as allow employees to. recruit 
other employees to causes that they are passionate about. Currently the sile lists 630 opportunities in 
San Diego County, including opportunities directly related to community development. This includes; 
Rebuilding Together Greater San Diego, El Cajon Community Devciopment Corporation, City Heights 
Communily Development Corporation, San Diego River Park Foundation, Nicodemus Wilderness 
Project. Through this tool, we hope to grow our community involvement, in San Diego, as well as 
across Califomia. 

Scholarship Programs. Many olher organizations that are significant recipients of funds from 
Morgan Stanley are focused on a particular issue nationwide rather than a specific region, and 
recipients of their funds can be from any region. This includes several scholarship programs for 
organizations including the American Indian College Fund, which provides scholarships for tribal 
college students studying business; the Hispanic Scholarship Fund (based in Califomia), which gives 
scholarships to students from diverse ethnic backgrounds in the United States and Puerto Rico; th^ 
Robert A. Toigo Foundation (based in Califomia), which gives scholarships, networking support, 
mentoring and practical work experience in the financial services industry for talented young men and 
women of color pursuing MBA degrees; and A Better Chance, which is a group of national education 
programs that create opportunities for academically talented students of color. 

Please do not hesitate to contact us if we can provide further information about our programs 
and our commitment to communily reinvestment. 

Very tmly yours, 

lsl John Sheldon 

John Sheldon 
Managing Director 
Phone:(415)576-2083 
Pax: (415) 591-4582 
iQhn.sheldon@morganstanlev.coin 

Is! Margaret Backstrom 

Margaret Backstrom 
Executive Director 
Phone:(415)576-2073 
Fax:(415)591-4586 
marEaret.backstrom@.morganslanlev.com 
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n keeping wiih Morgan Sianley's dedici i ion io 
health cart, employees actoss ihe couniiy panicipaied 
in lhc Naiional Multiple Sclerosis Sodeiy TNalional 

MS Society") rides and walks, which l ike place 
i luou|houi ihe year. In 2007. Morgan Sianley raised 
over 191,000. 

•' ̂ -^nS^^^Ptilf; ; ' l 
Tw« mtmban oT Iht Dlfeafa turn, M i l Uahil (AllDCilti, 
Chlcifii. IL). kn . ind Ctnnl* Plppat (Manii*!, Chkiio, IL). 
i lnw nfi Oi.lt MS niflnf ihim 

This pasi June, 22 emplojccj from Chicago braved ihe 

clcmcnu io help the fighi against Mull iple Sclerosis. 

Ian R i d om i Id (Managing Director, Chicago. IL) Is a 

board member for lhc Greater I l l inoi i Chapicr of the 

Nu iona l MS Sociei)1 and served as the team captain 

of the Chicago branch team called 'Team MS A MS." 

This was his second year riding and he said he feels 

the tide is a great way io raise awarcneu and support 

ihe National MS Sociely. The first day wai cold and 

rainy bin the team fought through the bad weaihei. 

" I wanted io qui l and cut my ride short given the 

eicmenti," explained Radomski, "Thai said, it was 

qui l t evident to mc that individuals wi lh Multiple 

Sclerosis don't have the option to qui i , they m u n fight 

MS every day. This wai ihe injpiiation ID keep t iding 

delpi l t the leniblc wealhet." The ren of lhe 22-

member team al ia foughi the unfavotable conditions 

to suppon the ouse and not one person dropped 

out. B c i t y A n n A l i t i [Vice Prcsidem, Chicago, IL) 

was a key member ofthe committee and rode for 

the first time this year. 'The riders and volunteers 
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Daiias Onice Rsules Around Good Causes 
he Nalional New Accounts division in Dallas, TX, 

is busy this year giving back io the community. 

The gtoup foitned the Culture Committee, 

charging members with creating meaningful and 

appiicabie opporummes for the office ID give back. 

"Overall, we have discovered how regarding ii a n bc to 

give to others through out l ime, enf rgy and monetary 

g i f l i . Although we set oui to build telationihlpi w i th 

thoie in our communicy, wc have been surptiied io 

see how much stronger the working telationihipi 

have grown between coworkers. These opportunities 

truly have been rewarding for everyone involved," said 

Kelley Cherry (Enccutive Aislstam. Dallas. TX). 

The effon began wi ih a volunteer and fund-raising 

initiative in coopeiaiion wiih the Dallas, Ten as 

Sconish Rice Hospiial for Children. Scottish Hiie 

treats children with orthopedic conditions, as well 

a! certain related neurological disorders and learning 

disorders. The hospital, solely funded by donations, is 

able to provide all services io its patienii without cost, 

Thtough a contcsi, the Dallas office raised ovei 12,000, 

In addil ion, a group of 10 employees volunteered al 

lhc hospital in October. The volunteers played games 

and made crafts with the children who had been in 

the hospital over the weekend. The visil was such a 

success chat Morgan Stanley employees visited again 

during the w ime i holidays. Tonya G i r r i i o n (Closure 

Specialist, Dallas. T X ) was touched by lhc spirit! o f 

the children at Scottish Rite. She weni on io say, "I 

didn't know what to expect going imo lhc children's 

hospital fot the first time, but after a few short houts, 

1 fell incredibly blessed bythe opportunity." 

The Dillas office also speni i day at ihe North Teias 

Food Bank helping to otganiie and pack food for 

distribution. The Food Bank distribuies perishable and 

nonperishablc items 10 food pantries, soup kitchens 

and shelters in North CentralToas. In addilion io 

DaFI» croup wRh thfit dontlHl tayi, ROW 1: Kindra Lindry IStrvcing Support Reprtiinlativc), Wyltn Mnrt {ProciiLlni Support 
Ripiutntatvi), Tipniny SDIK IPiMtiitnt Support RipFtunUtnt), Marfli Mithlu ISirvicInc Support HepicsinUtlvi), ROW 2: 
Ui B nhon (Quillty Contrcl RipniinUtlvil, Dint P>iti |Strucln( Support Mtnatir), t a i l WUI Unu (PriK»iin( Suppon Ripmtntitivt), 
Shiy Piul IPrect»]n| Suppoft Rtprottntatlvi], Lonnk* Ammon [Procmlnj Support Rcptuiantjtivt), ROW 3: Tonya Cuhien (Clmir* . 
Rtpnuntitnn), V in«u M»c«0wy (Pfoeoiilri Suppo'l RipreMnlabvt), Win«r M I J T I M (Pioctubt Support Rtpr»Mnl*li«). ROW 4 
Killty CHifry lEionilivt Auttuntl, Vantua WMt> (Pnctuini support Ripreunutn), Mm Btnton lOpotMKni Support Monipr) 

volumccring at the food bank, ihey have hroughi 

in canned goods and orher nonpctishahle iiems on 

several occasions to donaic lo the Food Bank. 

Addiiionally. 10 employees panicipaied in the Susan G, 

Komtn Race fot ihe Curt. The entire office helped the 

panicipaling group raise over S!,200 through a bake 

sale and a race between two employeei io raise donaiions. 

Du i ing ihe winict holiday season, ihe Dallas office 

hosied a toy drive for Toys for T o n , spomoied by the 

U.S. Marine Corps Reicrve, Tony Good .v i i h (Vice 

riesidcni, Dallas, T X ) spearheaded the campaign 

with the help of ihe Cultute Commiltee. 'The office 

was very eiciied about this campaign, l i allows us as 

a leam io give back io lhc community and make a 

difference in children's lives," said Goodavish. 

Overall, die ruundup of volunteer activities in the Dallas 

oifice was mel with sudi a |>osiuvc response t l u i plans 

arc being made io continue the acts of good work on an 

ongoing basis,' 
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Ohio Uaoi smUts I H Ihi cimcrl beloia Vt'i deiO ofl U ridt. TOP ROW, latt lo HfTit: Mvk SJiupi IFormil Branch Manafil, U'DIi, OK). 
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Marvin Flynn IFiiind), Malanlt Hunt (FcuniJl, Clttiy Dsity IFriand) 

•mfert'' ^ 

Froni left 10 llplt, Jot Maicoflantl (financial HOvnol), Rlcli 
Csiuiib (Firit Viei ProuBtnl), Kim Guidon (Miocialt Vict 
Pittidtnt), Htrb Hirlmin (Vic Pitildintl, Wanon Wallicnliier 
(Fint Vict Pltlldtnt) l i t itllty lo ptrticiplti In tht 3007 MS 
Soctci) Willi In P i n Btach Gitdini 

were incredible and die suppon foi oui leam from 

colleagues, family and friends was amazing," recalled 

Aliet. The Morgan Sianley leam raised over 130,000 

and i l looking io surpass that amounl this summer, 

Chicago team members inciuded; Katie Boehm (Vice 

Presidcni), Robert D tcu l c r (Senior Vice Pteiidem). 

Brent H a b i u (Analysi), Jeffrey Knupp (Vice 

President). W i l l i a m Mala (Associaie), Meg M u b 

(Associate). Mar ty Mooney (Analysi). Tiara Ne i ion 

(Analysi), John Olvany {Managing Directoi), Connie 

P a p p u (Manager), Alice T re i l u (Adminisiiatinn) and 

Andrew Win i ck (Vice Presidem). Chicago, ! L 

Stephen F. O 'Nd l l (Associaie Vice Presidem, Cemerville, 

O H ) heads ihe highesi-grossing Morgan Sianley 

team in ihe nai ion. The leam raised mote pledge 

dollars than any oiher Firm icam in any other 

Nal ional M S Snciety walk o i ride nat ionwide in 

bolh 2006 and 2007. O'Nei l l ' j father was diagnosed 

w i ih MS in I9S0 and p ined away at age 65, due 

io complicaiions related io ihe disease. Starting in 

2003, O'Nei l l became ihe ionic coordinatoi, dealing 

and marking ihe rouics each Juiy prior io rhe event. 

In 2007, the Naiional MS Society honoied h im as the 

Volumecr of the Year fot the Ohio Valley Chapicr. 

Firm panicipanls included: Apr i l Ghory (Regisiercd 

Client Service Associate), Gary H u t s i (Vice 

Presidcni) and his daughici A p r i l Wh i tehead 

(Financial Advisor). Centcrvllle, O H . David ! * « , „ 

(Financial Advisor, Cemerville, OH) , was honoied 

posthumously, as one of the lop fundraisers in 2007. 

W i i l e on a team itaining ride in June, he suffeicd 

a heari aitack and passed away. Over $ 1.500 was 

raised in his name. 

For ihe n imh year in a row, Herbert H a r t m i n 

(Vice Presidem. Pjlm Beach Gatdcns. ¥1) wil l field 

a team of Morgan Stanley employees io panicipaie 

in lhc local MS Sociely walk.The team name is 

Cindy's Hcioes, in honor of Hanman's wife, who has 

Mult iple Sclciosis. Cindy is now leliani on a scooter 

S im Ftipmin (RtpttHod Semi Sanrki Ripmintativi, 
WttI Villty City, UT) liHpin( up with hil Uatnlnc Miilt In Pwii 

and comes oui each year to support the walkers. "You 

leam very quickly that everybody knows somebody 

who has MS. To everybody ai Morgan Sianley who 

panicipaics in a Nalional Mul l iple Sclerosis Society 

evem either by walking, biking or donating 1 ihank 

ihem ftom the bonom of my heart," said Hartmsn, 

Members of ihe team included: R ic t Gol l t ieb 

(Fiisi Vice Prciidem), Joe Mercadanle (Financial 

Advisor), W u t e n Walischleger (First Vice President). 

Palm Beach Gardens, FL and K i m Golden (Complei 

Adminisiraiivc Manager. Palm Beach, FL). 

Steve Fngmon (Registeied Senior Service Represenlalive, 

West Valley Cily, U T ) rcptcsems Motgan Sianley 

in the Utah ride. " I f you like io ride, il's J well-

supponcd cvtni , a good cause, and very difficull to 

do the 100 miles, so li's a personal achievement n 

well,'" said Ferguson. 

In New York, Marianne BcJlino (Executive Dlrecioi, 

New Yoik, NY) has headed the team foi ovei five yeais. 

This year, Michael Burgcs (Executive Director. New 

York, NY) and Kate M i td iews (Vice President, New 

York, NY) organized lhc New York leam, "The ride 

is sn amaiing way to do whal I love, support ihosc in 

need snd even gel lo ride ihrough ihe Lincoln Tunnel 

afl el ilicy close i l off io uaffic, just foi lhc evem,' 

said Matihews. Foi leam member Sean Murdoch 

(Eiecutivc Director, New York, NY) , ihe ride his 

special meaning. Doctors diagnoicd h im wi ih 

MS two years ago, Murdoch is a fotmcr European 

professional hockey player and an active panicipani 

in a wide range of chariiable organiiations, bui 

now has a new peripeciivc on fundraising events. 

"1 always knew ihe money wai going to a good cause, 

bui now 1 know so many mote details aboul ihe 

organiistion and disease and really understand lhc 

way each linle donation can add up io making a 

huge diffeicnce." said Muidoch. Other members 

o f lhc New York leam included: Jennifer B o d i t h 

(Manager), Terence Chin (Manager), Steve Choi 

(Associaie), Joseph Cordlsco (Senior Manager), 

John Co iue l l (Project Manager), Daniel Ho l le r 

(First Vice Piesident), Oliver Jahn (Senior Audit 

Manager), Ru i lan Kl iar l lonov (Engineer), Kai ia 

M i c h a i t k i (Senior Manager), M a r k N a u a i o 

(Appiicaiion Developer), Albert W u (Dala Manage.) 

and Andrew Yu (Manager), New York, NY. 

In Colorado. Todd Haucr (Senior Vice Presidem, 
Cenicnnial. C O ) is a board member, six-time captain 
and panicipani of his region's leam. Haucr, who 
became involved due to a family conncciion wiih lhc 
disease, said ihe National MS Society's professionalism 
makes ic a pleasure for him io do his pan to raise 
funds. "1 believe it is an illness which can be managed 
i f noi cuied ihrough research i f funded al ihe propet 
levels." Membeis o f lhe Colorado team included: 
Shawn Fowler (Senior Vice Prcsidenl). Justin Frame 
(Vice President) and Chuck Neueni (Vice Presidem), 
Centennial, C O . 

Following his diagnosis in January 1990, Phil Bresnick 
(Senior Vice President Inveslments, La Meia, CA} and 
his wife became involved in raising funds lo help stop 
ihe disease. Biesnick serves as a board member of the 
local Nalional MS Sodety chapicr With his colleagues 
and friends, Biesnick participales in the San Diego 
walk and hosts lahles at the chaplet's annual Naiional 
MS Sodety auction. Additionally, Phillip's ion Eric 
B res nick (Financial Advisor, La Mesa, CA) works wiih 
his father and rides for him each year, 

Jaclc Eniwis l le (Financial Advisor, Charlonc, N C ) 

began participaling in the Norih Carolina Naiional 

MS Society tide because of his enjoymem of biking. 

However, since 1992, when he siancd, ihe ride has 

come to hold much more meaning for him. "I siancd 

riding because friends were riding but as 1 learned 

moie about Mul l iple Sclciosis and made friends 

who were diagnosed and met families who had 

diagnoses. 1 passed from jusl doing an evenl, lo being 

serious and inicntional about gel l ing involved," said 

Entwisile, He tides landem wi ih his wife and now 

serves as a board member for ihe region. 

Because oflhe large number of involved Firm chapters 

ihtoughoul ihe counrry, Morgan Sranley is a National 

Team, Sarah Klein, National MS Sodety Senior Manager 

of National Teams, commented on the great need for, 

and in Ium, great impact of Morgan Stanley, "Wc pui so 

much money into research lo help find a cure; therefore 

wc arc extremely reliant on cominuous and widespread 

donaiions. We rely so heavily on lhc support of out 

corporale members. The Nalional Teams are out biggest 

and fasicsi growing source of income," said Klein. For 

more informaiion on how to become involved, please 

contact Sarah Klein at 303-C.9S-6100, «1512f. nr via 

e-mail at saiah.klelnginmss.org. 

John EntwuDi (Financial Advisoi, Charloltt, HC\ and hit wilt 
WmDa dunni iht lOOi MS Sociit) ndi 
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he Communiiy Culinary School of Charlotte ("CCSC' l provides food sen'ice 

job training for people who are chionically unemployed oi unemployable. 

CCSC rccruiis srudenis foi ihe piogram from social service agencies, homeless 

shcheis, halfway houses, ihe couri sysiem and work release programs. The school 

trains the studenis for employmeni in Chatlotie's food senicc and hospitality industry 

while helping prepare B50 nutritious emrees daily for hungry and homebound 

recipients. Trainees participate in a 12-week progiam and receive education in 

ptofesiional food prepataiion, sanitaiion, work eihic and job search skills. 

Jerry Dorenfeld (Vice Prcsidenl, Charlotie, NC) is one ofthe volunteers. "Conviviality 

is high among [he tegular volumeeis and slaff." said Dorenfeld, "1 definiiely 

appreciale lhc people I meet and especially ihose that are there lull-lime. Volunteering 

with CCSC is a good work-life balance. It adds anoiher piece lhai is rewarding 

and you know that you arc doing something good." 

Local businesses also donaie food 10 the school and employ many of its panicipants 
upon iheir graduation. CCSC places 98% of iheir panicipams in jobs post-
graduii ion and serves over 300,000 meals to poor and hungry people in ihe 
region. For mote informaiion about CCSC, please e-mail Jerry Dorenfeld at 
Jerry.Doienfeld@morgansianlcy,com.: 

Jtrry Oonnfild, itcond tri 
School of Charlcnt 

Ittt. tna (roup i t iw tht ktihly cooliM bod tt Communllj Culnary 

nomesTeadi 

Jiunlla Smith (Dirtcttn, Horntttiail Soup Kilt Inn! latt, accapb Mnrfin Sunlty'i donation pitHnlid 
to hn by Oan CarBr (Vict PniWtnt, Kay Latpi, FL) 

s a member of :he local Kiwanis club, Dan Carter (Vice Piesident. 

Key Largo, FL) has helped io serve food ai the Homesiead Soup 

i Kitchen several rimes a year, for the lasi (i> years. The board o f 

Homesiead inviied Canei io serve as a membci lasl year. At his firsl hoaid 

meeting, Canei learned thai, due io a lack of funding. Homesiead was in 

jeopardy of closing its doots. after having served ihe communiiy fot 24 years. 

Following a icduciion in funding in 2006, ihe nonptof i i had ID fend foi 

itself umi l it could reapply fot additional aid. Canct stepped in io help 

raise funds lo keep the soup kitchen cooking. 

The Homestead Soup Kitchen serves over 200 meals, three days a week, to ihe 

homeless and hungry in the deep-south area of Miami-Dade Couniy. Cartel 

laised more than E0% o f th is year's budget by contacting ihe local media, 

sending lencrs of appeal to local places of worship and directly tequcsiing funds 

from local businesses, including Morgan Sianley, and communiiy leaders, T h t 

soup kitchen also iclies entirely on volunteers during this lime allowing all cash 

donaiions to go ditccily io the cost o f food and ndnemployee overhead. 

"Often ihere is a misconcepiion aboui who the hungry and homeless ate. We have 

several families that come by and many with young children,-- eiplained Cartel. 

Canei plans to involve his fellow Morgan Sianley coworkers in Miami , io help 

with donaiions and wi th labor, io spruce up the facility, " I take i lot of pleasure 

and enjoymcni in serving the communiiy and gening ihings done," said Catlcr. 

For more information about the Homestead Soup Kitchen, please e-mail 

Dan Caner ai Daniel,G.CatIe^(S)morga^slanley.cDm..• 

nfcinnfnr Ncwi named Larry Adam Jr. (Senior 

Vice Presidcni, Baltimore. M D ) one of three 

finalists nationwide for Volunteer of ihe Yeai foi 

2007. In 1987, Adam started Hanesi for lhc Hungry 

because he lecogni^cd the need for food donations 

year round, rather lhan just dui ing the holidays when 

giving is mosi popular, 

"A long i ime ago 1 and five other people held a food 

diive araund the holidays. The drive was very successful 

bui after the holidays were over, 1 thoughi io myself, 

"Wha i ' i neal?" People need food ihtoughoul ihe 

year," recalled Adam, l l was then that he started 

Harvci l for the Hungry. 

He ihen pannered wi ih the Maryland Food Bank 

io help wi lh dislr ibution. " I f you ever doubt one 

person can really make a diiTetence, you can look ai 

Larry and say, 'Yes, indeed, ihai can really happen,'" 

said Deborah Flateman, CEO of ihe Maryland 

Food Bank. 

I n i v i m f n l N r w referred ro Adam as "Maryland's 

Miracle," nol only because of the'food drives, bui also 

because he brought the program into ihe loca! schools. 

Over 17 years ago, Adam had the idea lo partner Harvest 

for lhc Hungry with ihe state educational piogram as a 

way of helping high school studenis l l i l l i l l (heir service 

icqui icmem, which is a mandare fot graduation. 

Dr, Darla Strousc, Executive Ditector of I'artnctihip 

and Recognition Piograms for the Maryland Stale 

Department of Education said, "Often businesses 

and corporations wi l l undcrwil ic things and suppon 

inl i iai ivcs, but tarely docs a person from ihat 

organiiaiion spend the personal time making t h i i 

iclaiinnshlp work. Paitneting with Larry really has 

been a wonderful experience.-' 

Adam runs ihe program oui o f his Baliimore office 

with asjlstance ftom Tercie K i l i oy (Ci icm Service 

Associaie, Baliimore, M D ) and suppon from 

Thomas New (Vice President, Baltimore, M D ) . 

"As branch manger 1 have seen firsihand tht impacl 

Larry has on ihe communiiy. Larry is noi one io draw 

atiemion and it is amazing that he is able to run the 

whole prognrn oui of his office i n i still maintain a 

very impressive workload," said New 

For more informaiion on Harvesi fo i the Hungry, 

please conlacl Larry Adam ai Larty.Adamg 

morgantianley.com or visit their websiie al 

www.mdfoodbank.org. ' 

- ^ : j f ^ x ^ ill 

for the 

Larry Mim (Sinl« Vict PrtilOmt, BaRimwt, V0) denitii 
tBod i t hit t ip i tu i t tvtnl Harvnl tor Iht Hunpy 
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Mnchtll Kitfl, with hn lathti, Joitph 
Hitn ISinlor Vict Pitsldmt, Wtit 
Laka. OH), a 1 an'lkutaim SpttKs tvtnl 

organiiaiion raises funds for ten 

s the parents of a child with auiism, 

Joseph Kraft (Senior Vice Prcsidenl. 

Wesrlake, O H ) and his wife were well 

versed in the world of availahle resources. The 

Kraft family was wil l ing to do anything io bring 

their child back lo ihem and found ihey already 

had been through almost all of lhc common 

services. Howevei, while anending an auiism-

focuscd hcalih fair, Kiafi learned about 9 new 

organization. Autism Speaks, an advocacy 

group giving those wi ih auiism a voice. The 

irch of lhe causes and cuies of auiism. 

Krafi said upon leam ing aboui Auiism Speaks, " l i finally hii me ihai my family 

has been so forrunate 10 have so much help ftom our communiiy wi ih oui son 

Mitchell that it was lime IO give somcihing back." 

He jumped righi in and became the Logisiics Chair for Cleveland Walk Now 

for Autism, which in 2006 became ihe legion's fim annual Autism Speaks 

walk. Working closely with the Cily ofCleveland and a icam of volumeeis, 

Kraft secured everything: rhe IOUIC, public meeting space, enlcrlainmcnl and 

food. The evem and Kraft's efforts icceived a high level of media atiemion 

from ihe local ictevlslon siaiions and Cleveland Magaiine, which covered 

his son's icam. 

The goal was io host 2,000 walkers and laise S200,000, They suipasscd ihcsc 

numbers, having 6,000 walkers and raising over 5600,000. "The people in the 

organiiaiion aie mosi memoiable to me, especially iheir generosity, Il is amaiing 

what we accomplished in such a short period. The volunteers gave i t rhc i ra l land 

ii was amaiing io see ihis event come logeiher." recalled Kraft. 

Kraft credited ihe success of the Cleveland walk ID his opponunlry ID look ai ihe 
model used hy Auiism Speaks chapieri in other icgions, specifically I'itisbmgh. 
Beth Whiiehouse, Eiecuiive Direclor ofthe Greaiei Piiisburgh chapter, recalled ihat i l 
was a pleasure 10 work with Kraft: "Joe is one of lhc mosi outsianding volunteers I 
have ever worked with. He look all of ihe besl practices foi oiganii ing a successful 
walk and pm ihem into action. The walk was ptoof of his ouisiandlng cfforis, as 
icprescniatives from Auiism Speaks commemed iheir disbelief lhai lhc Cleveland 
Walk Now for Auiism was in iis inaugural year The event could have passed fot being 
a veteran walk cveni because i l was incredibly well run and organited. I f cloning 
was legal, I would clone Joe io have him al each one of our walks across the eouniry." 

To find oui more abnul lhc mganiiation, please conraci • 

Joseph Ktaft ai Joseph.Krafigmorganslanley.com, 
/.auiismspcab.oig m 

ric Yamin (Eiccuiive Director, New York, New York) and his family siancd 

Cause for Cdebiai ion three years ago. The tionprofil organiiaiion focuses 

on bui lding self-csiccm in children born imo subsiandaid and compromised 

conditions hy providing a day of celebraiion and tecognition. The program 

bolsteis ihe confidence of childien whose living condilions pose a challenge to 

their emoiional well-being. 

tnioy the Itttivillti i l a Cauia loi CtltOriDon party 

As a patem of three young children, Yamin said he md his wife became increasingly 
aware of the challenges parents face every day io raise children who have good 
sclf-esiecm, a positive self-image and confidence. The couple came io tcaliie 
ihai lendemess, love and rccognilion are jusi as importam as providing malerial 
necessiiies foi a child io be emoiionally hcahhy. "Helping a child develop high 
self-esteem i i one of lhe best g i f t i a parent can give," taid Yamin. 

For thousands o f childien living in New York City who arc born imo abuse, 

neglect, abandonment, poveny, illness and homelessness, the environmcnl for 

self-esteem lo grow simply does not eiisi. Each Cause for Celebraiion evem 

coincides wi ih a milestone and/or accomplishment in a child's life, such as the 

holiday season or the end of an academic year. A memorable event celebrating A00 

preschool children and iheir families took place in June 2007 ai the Associaiion to 

Benefil Children Echo Park Eaiiy Childhood Center. The event lasied five hours 

and included carnival cnicnalnmcnt, rides, live music, face palmers, lanoo anisrs, 

cosiume characrcrs, games, roys. a barbeque lunch, conon candy, snow cones and 

cupcakes. At the end ofthe evem, each child received a backpack tailored io fit 

his o i hei needs and imeteiis. Items included brand new clothes for ihe summer, 

sneakers, school supplies and loilcirics, "A child's appearance delermines noi 

only how otheis view thai child bui how ihat child views himself oi herself. 

When a child in need can,enter a classroom or summer program wi ih his or 

her head held high, ihis goes a very long way to building self-esleem, digni iy 

and confidence. This leads io incieascd panicipai ion and focus in c l i i i r oom 

and recreational activities. When this occurs, we have successfully achieved 

oui mission," eiplained Yamin. 

For more informaiion on Cause for Celebration, contact Eric Yamin at 

Eric, Yam in (^morgan stanley.com,: 

un after iheir second binhday, dociors 

• diagnosed twins Morgan and Logan McBryar 

with leukemia. Since ihere are vety few cases 

of [wins diagnosed ai ih t same time, their siluaiion 

garnered a loi of atiention from ihe medical world. 

ihe press and those wanting io help. 

Todd Phil l ips (Branch Managct, Chaiianooga, 

T N ) was one of ihose people who nepped up io ifie 

plaic io help the family. The twins, iheir hrothei 

and iheir moiher lived in a nailer shared with their 

grandmoiher. The financial ioi! was significant, as 

both children needed expensive medical ireaimems 

and consisient cate. Phillips collaboraied with 

Candltlighters Chi ldhood Cancer Foundaiion. a 

chariiable organizalion thai helps taist money to 

assist patents who ate not able io work while caring 

foi iheii sick childien. During ihe course o f lhe pasi 

year, ihe twins underwent regular rherapy io neai 

ihe leukemia. 

The Foundaiion, Phillips, and his fellow Morgan Sianley 

coworkers planned a fund-raising cookout io celebrate 

ihe twins' ihird binhday, ai which over 60 people 

anended, "Their moiher was very overwhelmed with 

everyone's gratiiudc and kepi saying thai the twins 

have never had a day like this before," said Phillips, 

Phillips said ibe cwins' favorite present was lhc donation 

ofa yearlong pass to the Tennessee Aquarium and 

Children's Museum. The iwins are doing belter bui 

need io continue icgular ireaimenti for another 

year. For more informaiion on how io help the 

w ins please e-mail Todd Phillips ai Todd.Phillips@> 

morgansianicy.com or visil www.candlelighters.org. ' Thi twlm and a rtrnity irimlMI at thtir rund-iaitlp| billhdjy party 

• _ J . ^ . . . . 
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he Plaid House is a home fnt young displaced 
teenaged girls who do noi live wiih iheir families, 
The inteniion of ihe Plaid House is to provide 

the residenis a sense of suuciure, independence and 
grnwih so ihey arc able to lead successful and happy 
lives. Localed in Monis town, NJ. Plaid House is 
easily acccsiible ftom the local Moigan Sianley olTice, 
Because of iis close p i o i i m i i y to her office and her 
chuich Involvement, Mary Grob (Execuiivc Diiecior, 
New York. NY) firsi became involved w i l h the 
House, serving as i mentor to a 16-yeat-pld girl. 
After sharing her mcmoi ing experiences w i th her 
Morgan Stanley colleagues, ihey volunteered as well. 

N . v » . Mo-tM lExocuHvt OUtew, Plaid Hoot.) K»pU ca. . Terry Tas.opoulous (Vice Presidem. New Yolk. NY) 
OwuSwi torn Kanh Mormon (Wet Pntkltnt. wwtliloiim, KJ], ifcht organiied a golf lournamem. which laised enough 

funds 10 buy a much-needed new refiigcrator for ihe 

House. Kei th Morr ison (Vice Piesident, Ptinceion, 

NJ) donaied his car, "When 1 donaied ihe car io Plaid 

House, I lei Neville Ncwion, ihe eiccuiive direcioi 

ofthe facilily, take a icsi drive and during ihe ride wc 

had a long discussion aboui how much ir meani for 

the charily to gci a four-wheel drive car in excelltm 

condiiion for free, l i made me feel like whal 1 had 

done was actually going lo make a difference io ihe 

people on ih t receiving end," explained Morrison. 

Bimonthly, Gtob and friends from hei church 

organize events for the girls. For more informaiion. 

please e-mail Mary Grob at Mary.Grobgi 

morganstanleycom or you can visit ihe websiie al 

www.Piaidhouse.com. • 

he Morr is iown, NJ, office hoited J special day for the children ai the 

Morgan Stanley Children's Hospital this fall. After W i l l i am Shinnert 

(Branch Manager, Morr is iown, NJ) rook his sraffon a lour of the hospital 

and the children's ward, the staff warned io do somcihing special foi the children, 

Shinneis formed a commitlee with Judi th Borger-Greenberg (Branch Manager 

Assisiant), Donna Colucci (Clienl Service Associaie) and C indy Wagner 

(Clieni Service Associate). The comminee, in coopeiaiion with ihe hospiial 

adminisiraiion, agreed on the idea o fa "Piraie Party." 

The patty was a success, recalled Borger-Green berg, "The paiiems al! had a nice 

l ime. They came imo lhc carnival as paiiems bul they left as 'strong pirates,' We 

were even able io lake ihe carnival on a cart and visil some o f lhe children who 

were not ambulatory enough io come 10 lhc airium atea where the carnival was 

held." Employees who panicipaied included: Carolyn B a m b i d (Clieni Service 

Associate), Geoffrey C lo ie (Wealth Advisor). Shelia Crowley (Clienl Service 

Associate), Ralph D i a i (Vice Ptesideni). C h r i j i i m Flores (Regisieted Clieni 

Service Associaie), Judy Greenberg (Branch Managei's Assistant), John Kovao 

(Wcalih Advisor), Denn i i M o r r i t o n (Vice President) and K i t r i n a Samaniego 

(Registered Client Service Aisoclaie), Morrisiown, NJ. • 

. Motriitown Employttt drttttd ond nady to ipraad tomt plrata chttr al Iht Morgan Stanlty 
Cnlldrtn'i Hoipltil. TOP ROW, Ull lo rlttiL- Ralph Dil i (Vict PrttidmlJ, WilUiitt Shlnntn (Branch 
Utnoftt), Cindy Wagntr (Cllont Srvict Attociatt), Otnnit Morrium (Vict PrtsidtntJ, Donna Colucci 
(Client StivicI A i l« l * l t ) . MIDDLE ROW SEATED ON STEPS, Ittt td ri(hl: John Knaci (Wttlth 
AdvUsr), Poonam * i » » i l . iCbtnt Strvkt Atteclalil. MIDDLE ROW SUNDINO, Utx lo ripil: 
Otatlrrf Ckni (Fint Vict PrtsldtnU. Dim Colucci (fimHy mimbtr). Cartfyn Bambid iChml Scnici 
Aitoclalt), Shtlla Crowley ICIitn Seivlci Associaie), Jen Colucci flimlly mtnlHIl and Spaiky tt>i 
enf. SEATED BOTTOM ROW, Itft In n(hl: Katrint Satnanltfo ICtient Suvici Auoclatl), Chriitna 
Flortt ICIknt Stivica AiiedaMI. Butl Wapiti (lamVy mtmbti), Judy Urttnbtrj (Branch Manatti't 
AtsUtant), Jaun Bieliniky (Clienl Strvkt Auociatt) end Chiittophei colucci (Clitnt Sannet Auoclati) 

:-i£fViin£ c \ x'-.-

TM 2008 Mof(in Stanley Ll(ht tht Nitni WiB Nam. Film tmploytti, BACK ROW, left Io njM: Anttlica Kaltnchi (FID), Cliu Trujlio 
(Uanafti), Sunll Ftmandtt (Aitscliti), Sltvtn LltHlch (Mmipnl Dkiclorl and £«*• Ramoi (EitcuUvi CH rector 1. MIDDLE ROW, kn 
to npil: MtltdiOi Yurko (Axioclatil. Halt Elltotlu lAiioclalt). i k . i l Nilttnboum (Gieduoli Inttm), Sllho Cteent IPropam Altiilanl), 
Aihley Kokaly l£jecutlvi Autotontl, Kali Malonty (Eitcutivt AitdUnl). FRONT HOW, lafl lo riihl; DanitPt Shoup (Andyitl. Dil i 
StrMytvich lAtuciitt). L»n Pllai (Aitodil t l . Seitn* Chtrt (Astoclatt) 

n suppon ofThe Leukemia & Lymphoma Society 

; ("LLS"), over 50 Morgan Stanley employees 

I panicipaied in the 2007 Light ihe Nighl walk as 

fundraisers, volunteers and walkers. The group was 

spearheaded by Olga Serhiyevieh (Associate, New 

York, NY) and highly supponed by Sieven Liebl ich 

(Managing Diiecior, New York. NY), who is a 

j i ime board member of LLS. 

Scihiyevich firsi became involved wiih the organiiaiion 

because of her moiher, who is chief medical officer of 

a regional hospiial in ihe country of Belarus. Medical 

issues have always been a pan o f ihe dialogue in her 

family. "Blood cancers arc one nf ihe mosi difficull 

io find cuies for and any developmems in ihe area 

benefil oilier types of cancer ueaiment as well. Also, 

LLS is one of the mo i l efficiem charily models where 

a very high percentage o f w h i i is raised goes direclly 

lo medical research or paticnr services, which appeals 

ID mc a business professional," said Scihiyevich. 

The Firm team panicipaied in the New York Brooklyn 

Bridge walk, which stalls at the Souih Streei Seapon. 

Walhtis hold illuminated balloons to guide iheir way 

as ihey walk the biidgc. Scihiyevich said one of the mosi 

memorable aspccis of the event was "the feeling I got 

when I saw ihe Manhattan skyline l i t by thousands of 

illuminaied balloons in memory of sumvors." In total, 

ih t Firm raised S4 1,828 foi the Lighi the Nigh i walk. 

For mote informaiion on how io gel invoked, please 
contaci Olga Scihiyevich at 01|a.Scrhiyevich@ 
morgjnsianley.com or Stacey Landis at LLS, 
212-448-9206 em. 230. You can also visit ihe 
website at www.lightihenight.oig. 
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Sunll Finn ndes lAttonaB. Ntmlork, New Yoftl al the CaUiolic 
Chantict OHicE ef Btrteveinenl Mimtry holidaT party 

Suni l Fecnandes (Associaie, New York, New York) 
spends two Saturdays every momh as a gricfcounseloi 
w i ih the Caiholic Chan lies Office of Bcrejvcmeni 
Ministry. The parish-based Bereavemenr Support 
Gioups of ihe Diocese ofBrooklyn and Queens 
oFTcrs suppon and a listening car io those who have 
faced a loss. Fernandes decided to volunteer as a grief 
counselor after seeing the opportuniry lisitd on ihe 
Firms Community Affairs websiie. "1 wanted lo give 
back a linle. This seemed like a good oppottunity to 
meet more people and bdp those in need." oplaincd 
Fernandes, For more information oi io gel involved, 
please contaci Ingi id Seunanne, Diiecior, 
Bereavement Services Diocese of Biooklyn and Queens 
ai 718-712-6214 or visit iheii websiie ai www.ccbq, 
or gftjereavem cn i. h i m. 

For die second lime this year, G W M G Risk Managemenl 

in Jeisey Cily, NJ, visiied ihe Communiiy Food Bank 

of New Jersey to lend a helping hand during ihe 

holiday season. The Food Bank serves approximalely 

500,000 people in need every year and disiribuits over 

21 mill ion pounds of food and oiher groceries in IR 

New Jersey coumles. Using iheir projeci management 

skills, the gtoup divided and bagged 1,600 pounds o f 

tricolor pasta. "Wc all fell graieful foi the opportuniry 

10 step away ftom ihe office and teach oui 10 those less 

fortunaie and blessed than ourselves, especially dui ing 

ihe Thanksgiving holiday season," said Darlene Jiadi 

(Associaie, Jersey City, NJ), Participants included; 

Sieven Sanlos (Exccuiive Direcioi), Stella Gul ino 

D'Orio {Vice President), Ale* Giordano (Vice Piesident). 

SltUOulinDD'OnoMci PrenOent. Jenay City, MJI tup tha paita 
10 De ditpentd 

Anthony Glodava (Vice Presidcni), Amber-Noelle 

A m h o o y [Associaie). Jeff L o m b i r d l (Analyst), 

JaclynWatts (Executive Ad min ist mot ) , Dtenda Ramoi 

(Executive Adminis iraioi) and Diane Gonza lc i 

(Eiccuiive Adminisuaior) , Jersey Ciiy, NJ. 

Bryan Wol lheim (Vice Presidem, Mesa, AZ) is an 

acilve panicipani and fund-raising organizer wi ih 

the Back-10-School Clothing Drive Associaiion 

("BTSCD"), which provides clothes ro less fortunaie 

children in the Phoenix melropolilan area. The 

annua! clothing dislribution is a ont-week event held 

at a central Phoenix location, serving over 5.000 

needy children, "The mosr memorable aspect of 

working w i ih lhc organization is seeing how you can 

help kids -vith so linle," said Wollheim. In addilion 

10 ihe doihing drive, Wollheim organized BTSCD's 

golf fundraiser and recruited his cowotkeis 10 joih 

h im in the efTon. Pati ic ipann in ihe fundraiser 

included: Sergio Canevett (Financial Advisor, 

Mesa. A Z ) , W i l l i a m Ku le .h (Vice Presidcni). 

Steve Ledyard (Vice President), Andrew Slcgel 

(Fits! Vice Ptcsident}, Chr is Slocks (Senior Vice 

Prcsidenl), Sconsdale, AZ and Sarah W h i i m o r e 

(Vice Ptesidcnl, Surprise, A2) , 

After a hiaius ofai least four ycats, the Chicago Complei 
sponsored a Blood Drive for ihe Morgan Sianley 
employees. The Chicago Complei consists of ihree 
blanches and over 180 employees. B i l l Mcin tosh 
(Regisiercd Clieni Service Associaie. Chicago, IL) is 
ihe Chaitman of lhc complex advisory coundl . He 
gives blood regularly and organiied ihe Blood Drive 
along with oiher members o f lhe council, "The 
Center was impressed by rhe turnout for what ihey 
considered a "Fitst Time Drive' ai ihis location." said 
Mclmosh. In all, 34 people panicipaie in ihe drive. 
The complei hopes ro make lhc diive a regular evtru, 
which wil l complement iheir other volumecr 
activities, including holiday gift-giving to needy 
children and beach cleanup ai Lake Michigan. 

Bad Dog Rediscovers 

Ametica is a youih-

focuied an-mcnioting 

program located in 

dowmown Sail Lake 

Ciiy. Rich Romano 

(Vice President, Sail Lake 

City, UT).serves as their 

Treasurer and oversees 

develnpmeni aciiviiics. 

Cancer it lhc number one cause of death in Alaska. 

Additionally, it is ihe only siaie in ihe naiion whete 

cancel has surpassed heart disease as ihe number one 

killer. Dociors diagnose almost 2,000 Alaskans wiih 

the disease each yeai. Providence Alaska Foundation 

is helping by advancing ihe developmeni ofinnovaiivc 

healthcare services provided by Providence Health 

Sysiem in Alaska. Wi th special concern for the poor 

and vulnerable, the Foundaiion works 10 increase the 

availabilily oficchnologies, equipmenl and piograms 

for all Alaskans. 

Rich Rornane [Vict PittManl. 
S id l a t i Ctty, UT) 
•milts during a vltlt to mt 
Bad Oag Redisuvtn 
Am trlca Haadquarttrt • 

The organization recruiis 

experienced anists and 

mtntors to help ai-iisk 

youth between the 

ages of five and 18 develop their ci eat ive skills and 

sirive for excellence in drawing, painting, sculpiure, 

archiicctuze, creative writ ing and digital muliimedia, 

" I have had ihe pleasure of gelling io know ihree 

kids in patiiculai who have each been involved in ihe 

organiiaiion for over a decade," said Romano, " l l has 

changed ihe ouicomc of their lives." 

In the future, Romano plans 10 involve the Uiah area 

Moigan Stanley offices in Bad Dog Rediscovcu by 

arranging regional offices lo display ihe children's an. 

For more informaiion, please visit www.haddogkids.nrg 

or contact Rich Romano ai Rich,Rommogi 

morganstanleycom. 

D O R O T is a charitable organiiaiion wilh the mission 

to enhance ihe lives ofthe elderly in ihe Greaiei New 

York Ciry Melropolilan area by fostering inieraciion 

between lhc generations through their bome mcal-

dclivery programs and rhe Wesichesier Telephone 

Friends program, Keren L ipnowski (Associate, 

New York, NY) is a volunteer w i ih the meal delivery 

program and provides a hoi meal and conversation 

for an elderly person four limes a year, dui ing key 

holidays. " I i means rhe world 10 ihem 10 have these 

' visits and engage in activities and conversaiions wi ih 

people thai cate aboui ihem." said Lipnowski. 

Moigan Sianley employees have also made snong 

conncctioni with ihe eldeily thtough the Telephone 

Friends program. The program maichcs Firm employees 

wi ih elderly 10 have a friendly and meaningful 

convetsaiion over ihe phone once a week and is currently 

recruiting new volumeeis. For more informaiion 

on D O R O T please e-mail Melanie Kane al mkaneg 

dorotusa.oig or visit iheir website ai www.dorolusa.org. 

Al Pa 11(1 ti (Itlll. Chitt Eiecutlvt hii Piovidtnct HtKHi 1 Strvim 
Altika, anil Cltik RuiN (Senioi Vict Pieiident, Anchoii(t, AKI 
ouliidi tht newly compliltd Cancer Center 

C U t k Rush (Senior Vice Presidem, Anchorage, AK) 
is a Vice Chair on iheir Executive Board and Sleering 
Comminee. Mosl recenily, he helped in raising 
J20,000,000 for ihe new Cancel Ccnict, Palllaiive 
Care Program, Providence House and Hospice Care. 
"The mosi memorable thing aboui working wi lh 
Providence i l ihai the people have a passion, spirii 
and pride in working 10 make healthcare excellent for 
all Alaskans." 

For more information conlacl Susan Ruddy. Presidcni 

of the Foundaiion, at 907-261-3600 or visii ihelr 

website ai www.ptovidence.oig/alaska/foundaiion/ 

poweied/bypassion.him. 

Mark W«n (Manager, New York, NY) and his wife 

planned and weni on mission/service to Kenya, 

Africa last summer. The couple volunieered through 

'Mission Discovery," a program rhai organizes 

service-oriented irips for junior high, high school 

and aduli church groups inlernaiionally. "The mo i l 

memorable experience was voiunieerlng alongside 

my wife and with the local people on Mfangano 

Island in Kenya," said Wan. The annual trips lasi 

from one to two weeks and range in location. The 

couple helped 10 build homes for ihe communiiy. 

For mote information aboul the opponunity, please 

contaci Jerry O'Sullivan ai Shclier Rock Church 

www.shelieirockchurch.com. In addil ion, you 

can find oui more aboui Mission Discovery at 

www.misiioiidiscDvery.com.-

Mart Wan (Mtn.(ti. Ntw ¥0*, NV) jektt around wtlh cBiltkm 
trom thi local viStp 
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rlor to his career in the brokerage industry, Bob Solis (Senior Vice President, 

Surprise, AZ)'worked in social seivices for children as a fundraiser. He always 

had a soft spoi in his heart fot kids. In May of 2005, he went to South Africa 

wilh his wife and five children ID work in an niphanagc in Johannesburg Seeing ih t 

great need for services for orphans, the Soils family felt compelled to do something 

aboui the problem. As a result, in Augusi of 2005, Solis putchased a 70-acie farm 

and in March of 2006, opened the doors of Open Aims Home for Children in 

Komega, Easi Cape, Souih Africa. Currenrly, ii is home io 24 children with more 

amldpaicd to come in ihe months and years ahead. 

The Easi Cape province ofSouih Africa is ihe pooren province in Souih Africa, 
Almost 25% of lhe aduli population is HIV-positive and the uncmpbymeni taie 
is apprcttimately 50%, "All o f the enisling children's homes arc full and so we ate 
taking kids who liierally have nowhere else io go. Wi ih my eiperience in fund-raising, , 
we fell that wc could raise ihe operaiional costs to keep ihings moving forward 
and make a very small difference in a very big problem, So far, so good!'- said Solis. 

Open Arms will soon reach ihe full capaciry of 30 children in ihe main house 
and rwo collages. Open Arms has plenry of room lo expand, and in an effon 10 
raise funds and awareness for the projeci, Solis is embarking on a four-momh walk 
across the enrirery of South Afr ica, "li 's really a jircny crazy idea bui I am hopeful 
lhal we wil l be able lo raise 1250,000 io build eight new conages thai will house 
up io 50 addiiional kids," explained Solis. In many African cultures, walking io 
meel someone is a sign o f respect. Solis said he warned to lake this walk io show 
respect for the hundreds o f thousands o f orphans in sub-Saharan Africa and raise 
awareness of their plight. 

Solis recalls the first child who came io Open Anns. I l ls name is Sifundo, which 

in lhc local Xhosa language means "A Lesson.' Solis said Sifundo officially 

iransformed Open Arms from an idea ro a realiry: " l l hit me like a ton of bricks, 

h was a day I'll always treasure," said Solis. 

Sifundo was from jun oulside ihe propeny of Open Arms, which is in a slum 

area. In 2007, Solis lead a IDUI of several Americans io show rhem ihe area, He 

recalls passing the shack of a moiher and her young 1-year-old girl who was asleep 

On a mjiiress on lhc d in floor. His instincts were io scoop up ihe child and lake 

her to Open Arms, However, for obvious reasons he could not do that. Nine 

monlhs laler, on a visil to lhc same area, he learned thai ihe child and her mothci 

boih had died of AIDS, 'The i t mcmoiy often spuis me on," said Solis, 

Solis said his colleagues, Sarah Wh i imore (F im Vice Presidem, Surpiise. AZ) 
and Mag Black (Regional Diiecior, Los Angeles. CA), are very supportive 
of h i j elTorts. To learn more aboul Open Arms, please conlact Bob Solis at 
623-875-2432, or ai Roberi.Solisgimoigan3ianlcy.com. : 

Bob Solli IStnlor Vice Pltsidtnt, Sunillii, AZ) wittl hit family trom left 10 npil. rti la, Lou Ann, 
Bob, Stllle, All ela, Jonty, Sammy 

v. S\b\\um VVOJ-K 'Y^-i^hey 
rothcr and sisict team Denise 

_ Ho l i e r (Financial Advisot) 

I . - ! , and Daniel Ho l ie r (First Vice 

President) o f lhe Hol ier Group in ihe 

Firm's Th i rd Avenue Branch in New York 

City, New York, noi only work together, 

but also help the community together. 

The Holier siblings work dosely wi ih The 

Association of Communicy Employmeni 

ami for the Homeless {"A.C.E."). 

mission is io enable homeless 

d women to reenter ihe workforce 

chievt long-ierm economic self-

sufficiency. Through their initiatives, the . 

SoHo t i TriBcCa Panncrships, they offer 

an intensive four-month job training and 

a job placement program. Participants 

perform community maintenance such a ureei sweeping, emptying garbage cans, 

snow removal and Itcc care. Weekly job rcadineli workshops focus on resume 

wrii ing, job search techniques, confl ici resoluiion and living skills such as money 

managemenl and budgeting techniques. The Hollers volunteer as fundtaiseis, 

mentors and resume luiors. "Mak ing a difference in the communiry I both live 

and wotk in i l a wonderful opportunily, one thai I enjoy and am so glad I gci to 

participate in , " said Daniel. Daniel first became involved in A.C.E. through his 

sister, who has been an active volunteer since she joined Morgan Sianley in 2004. 

Denise became involved in A.C.E, after meciing the founder, Henry Buhl, and 

hearing his sioty. "The same homeless man used lo ask him for money every • 

Brother and Sitter leam, Don Hetier (First 
Vice Preitdmtl and Denlia Holiti (Financial 
Adviter) prepare to ipeok with employtes 
•bout A.C.E. 

' Yolunfee* Togemer 
morning on his way io work. And, Henry would always give him something. 

Then one day, he gave the man an offer: Henry would continue to pay him every 

morning i f he could sweep his street in SoHo. Inspired by the experience. Buhl 

decided io sian a nonprofit thai would help homeless individuals fight back 

by giving them ihe chance to learn ihe skills to hold a job," explained Denise, 

Eighiy-ieven percenl of ihe A.C.E. graduates remain employed full-time. 

Hearing succeis itories from former homeless men and women who now have 

jobs and arc l iving indcpendcnlly, is the moi l memorable and meaningful aspect 

of being involved in the organization, recalled Denise, especially since it i i not easy 

to get a job i f one has never worked, " i remember hearing a sioiy from a young 

kid ftom the Bronx who was selling drugs io that he could pay his way ihrough 

college and one day he was arrcsicd and ended up in prison ai RJkets island, NV 

for six monlhs. He was 21 years old. Upon his release, he vowed never io go back 

io prison. Yet, he had never held a job before and did not even have basic skills. 

He crediied A.C.E, for saving him, even ihough he had to sweep ihe ureeis ofSoHo 

for a small stipend. ! i was his first real job and laught him the basics o f showing 

up on iime and how to inicraci w i ih fellow wockers. It was noi easy because he 

had lobe out on the streets sweeping rain or snow, on some of ihe eoldesi days 

of the year. But this made him sitonget and the support system ihrough A.C.E. 

helped him get through lough days," said Denise, 

The Holzers spread iheir volumcerism lo oiher organizarions as well. Mo i l 

recently, Daniel participated in the Nalional Mult iple Sclerosis Sodety bike ride. 

For Informat ion on A.C.E, , please comact Susan Needles ai A.C.E. ai 

212-274-0550 x23, snecdles@ace4homelcis.org or Denise Hol ier at 

Denise.H0lze1@morgan31anley.com. 

Kenvuckv Brsnch'Conrmcli v/! ; 

or the pan four years, the Louisvi l le, KY, bianch has part icipated 

in "Make the Connecc ion , " a one-day mencoring program w i th ihe 

Jefferson C o u n i y Publ ic Schoo! sysiem and ihe M idd le School 

Coal i i ion. O n this day, each scvemh grader, ai every midd le school, meets 

with a volunteer who explains the importance o f a l l the choices they w i l l 

make ihis year and in the furure. 

Tenie Alexuider (Senior Service Associate. Louisville, KY) spearheaded her branch's 

involvement in the program in conncciion with her daughter, who is a middle 

school teacher. "Wc really open the eyes ofthe k id i we meel." laid Alexander. "1 

had a Hide boy ask mc how it is thai 1 can work al a brokerage firm since 1 am a 

woman. These children jusi don't realize the possiblliiies of whai is out there," 

i 
G u y Grigg (Alsodaie Vice President, Louisville, KY) grew up in govemmenl 
housing. He was fonunale lo attend private school programs, which exposed h im 

,io opportunities thai opened his eyes lo resoutces he previously did not know 

existed. "1 wanied them to know thai there are options out there, which I at fiist 

did not know were out there. And, that just because you are in a tough posilion 

today doesn't mean thai is where you arc going io end up," explained Grigg. 

Oiher Louisville colleagues who panicipaied included; Ron Ban (Vice Presidem), 

G u y Bird (Finanda) Advisor), Kathy C i i ie l l (Associate Vice Prcsidenl), Lisa Clack 

(Associate Financial Advisor), Rick Madden (Fiisi Vice President), D o n Riga im 

(Complex Service Manager), M a r t Sandbarb (Vice Presidem) and Arlene Schneider 

(Sr, Client Service Associaie), Louisville, KY. 

For more informaiion, please contaci Tcnic Alexander at Terr icAlcianderg 

morgannanley.com or 502-562-5149. o i Susan Shorn, Jefferson County Public 

School Sysiem, Middle School Coalition and Make the Connection piogram 

coordinator at sus»n.shoni|S>jelTet50n.kyichools.us or 502-485-3946,? 

^mmmmmmmm^̂ ^Mwmmmmm ŝ̂ ^mwm^wmmtmm^m 
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ovember 3007 was Morgan Stanley's first Global Environmenial Awareness. 

Month and aciiviiics look place aiound ihe woild. "Escitingand educaiional 

events were held, from learning about climate change using a cuning-edge 

interactive simulator, to demystifying voui "carbon footprinl,' to lackling ihe fuiure of 

renewable energy invesrments. as well as volunteer opponunliies io demonsrraie 

your green ihumb," said J im Bulcher, Director of lhc Office o f lhe Ervi ionmcnt, 

To pui Morgan Sianley s words imo action, a volumeei evenl wai coordinated wiih 

ihe Riverside Park Fund whose mmion is io preserve and improve New York's 

classic iv i ie i f roni gcecn space. On ihe cold grey morning of November 9, 2007, 

15 Moigan Sranley employees huddled around Kim Green, Volumecr Program 

Aii isiam for ihe Riverside Park Fund for iheii day's insnuctions. Morgan Sianley 

volumeeis pui oh their gloves and began working haid lo help teftiibish ihe St. 

Claire Rose Garden from erosion. Around ihem were bags of fetiilizei piled up 

high, hundreds of daffodil bulbs in mesh bags, a large spread of polled ihrubbery, 

three tiecs aod a pile of ihovcls in varying sizei. Debbie Sheintoch, Direclor of 

Volunteers for Riverside Paik Fund said. "The group worked incredibly hard io 

gei all ihe plantings in ihe giound before ihe rain, planting hundicds of bulbs 

and shrubs al ihe Si. Claire Rose Garden. Th is work really aids in beautifying 

the aiea, ptoviding addiiional green space lor die local comniuni ly and flora and 

fauna for hiids and insecis." The Parks ongoing volumeei opponuniiies include 

raking leaves, spteading woodchips, weeding, planring, removing Invasive plants, 

cribbing and a whole hosi of other horricultural undertakings. 

Other evenis around ihe globe included a green ihumb cleanup volumecr evem 

in Hong Kong's Mai I'o Naiure Reseive and inlemational open learning sessions 

ranging from how io reduce your carbon foolpr in i , lo business opponuniiies in 

the environment, Dui ing ihe course o f lhe momh, ihe Fi im held ovei a dozen 

highly anended evenis. 

Foi more informaiion on Moigan Sianlcy's commi imcm io ihe enviionmeni, 
please visil ihe Office o f lhe Environmcnl wcbinc at htipi/Zgioupweb.ms.com/cs/ 
wcb/fm/cnvi ionmcm. To learn more aboul the Rivcnidc Park Fund, please vi i i i 
hiip://www,tlvet3ideparkfund.oig. • 

ebotah Hundley (Assisiam Vice Picsidcni, The gtoup did nol speak English hui had a lisi o f 
Syracuse, New York) helped I I Burmese emergency numbers pinned io iheir coars. Every U N 

refugees rravel from New York Cily io Syracuse, number Hundley called reached voiccmail, Hundley 

New York. The group was on her laie nighl flighi when 

it was canceled, leaving the tcfugees siranded ai a 

NcwYoik airport. A Uni icd Nations supervisoi had 

made sure lhc refugees were safely on boaid the flighi 

bul was unreachable when the plans changed. Hundley 

stepped in when she saw ihe refugees needed help. 

then contacied lhc refugees' lelaiives in Syracuse, 

assuring ihem ihat rhe group was safe and spending 

ihe nighl in New York Ci iy. She also helped ihe 

refugees reseive a seal on the next morning's flighi. 

"The mosi inicresring pan of the experience was 

eating bieakfasi with ihe group. I gave all o f ihem a 

full American bieakfasi induding pancakes, eggs and 

loasi. After ihey began lo eai toasi with a fork and 

knife, I laughi them how Americans bunci it and eai 

masl wi ih iheir hands," recalled Hundley. Evctyone 

then packed up, made i i back to ihe airpon and anived 

gei thiough security wi th their nonsiandaid passpons " f e l y in Syracuse where the refugees' lelaiives and the 

and arranged io have them siay at her hotel. local news were waiting foi Hundley and ihe group.. 

Tell Us Your Story! 
SuOmif sfor/es, photos and ideas (o.-

Morgan Stanley Communily AHairs 

Aim: Eoiiois 
Alexis Nissenbaum and Una Klebanov 

Contributing writers: 

Sasha Greene 

and Suzane Rree 

1633 Broadway, 20111 Floor 

New York, NY 10019 

Tel: 2 i2 -537- !555 
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Tht mitsion ef Morgan StunUy 

Communiiy Affairs ii ID build iht 

pBlrnliolofindwiduull andfamitici , 

lo rncouragf and incnair thr irnpati 

of oui rntptoyers' volumeer tfforu a n d 

io slrtnglhtn rilaliomhipi will' lhc 

eommunilit! i'i which OUT tmploytti 

l i l t Ond UiOri. 
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H .. 

For Ihe 12lh year in a row. Morgin SlBnley 

participaleii in the New Yorl< Cares Winter 

Wishes CBrnpaign. This was a lecord-

bieakineyear, wilh Ihe Firm answering 

moie lhan 3,700 lelteis and Eiving over 

10,000 toys lo disadvantaged cnildren 

and teens in the New York Welro aiea. 

Chief Administrative OHicer and New 

York Cares Board Member Tom Nidet 

volunieered along with (esm leaders from 

Corporale Services Phyllij Kronhius 

(Flooi Administieloi, New Yoik, NY), Dons Daniell (AOminisliation, New York. 

NV), Bort L*acock (AO min ist rat ion, New York, NY) anO D«lorei Fmlayton 

(Manager. Firm Management, New York, (NY), The campaign was lead by Cynthia 

A. Cintron (Vice Piesioenl, Corporate Seivices, New York, NY), who creOits me 

giving accomplishmenls to the generous culture ol Morgan Stanley: "The success 

ol the camoeig" once again proves Ihat when employees come together, the f irm 

car make a real diHerence." > 

Chill AdminlUlirn Oflbcti Ttcn KMti In 
tt* 15B5 uhtarU "IBl wliriM.lv MlK 
tnat ait ruOy toi OomBwi 
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Attachment 2 

Morgan Stanley 
555 Califomia Street 
Suite 2130 
San Francisco, CA 94104 

September 30, 2008 

Mr. Michael J. Frattali 
Supervising Management Analyst 
Debt Management Department 
City of SanDiego 
202 C Street, 7lh Floor 
San Diego, CA 92101 

Dear Mr. Frattali; 

Morgan Stanley & Co. Incorporated has not and does nol provide residential mortgage financing, 
so accordingly, the Home Mortgage Disclosure Act (HMDA) disclosure requirements are not applicable 
to Morgan Stanley & Co. Incorporated. Please let me know if you need any additional infonnation. 

Veiy truly yours, 

Margaret J. Backstrom 
Executive Director 
margaret.backstrom@morganstanley.cora 
(415)576-2073 
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Attachment 3 

Comptroller of the Currency 
Administrator of National Banks 

Washington, DC 20219 

PUBUC DISCLOSURE 

January 1, 2007 

COMMUNITY REINVESTMENT ACT 
PERFORMANCE EVALUATION 

JPMorgan Chase Bank, N.A. 
Charter Number: 8 

1111 Polaris Parkway 
Columbus, OH 43240 

Office of the Comptroller of the Currency 

Large Bank Supervision 
250 E Street SW, Mail Stop 6-1 
Washington, DC 20219-0001 

NOTE: This document is an evaluation ofthis institution's record of meeting the credit needs 
of its entire community, including low- and moderate-income neighborhoods, 
consistent with safe and sound operation of the institution. This evaluation is not, and 
should not be construed as, an assessment of the financial condition of this institution. 
The rating assigned to this institution does not represent an analysis, conclusion, or 
opinion ofthe federal financial supervisory agency concerning the safety and 
soundness ofthis financial institution. 
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Charter Number: 8 

Overall CRA Rating 

Institution's CRA Rating: This institution is rated "Outstanding" 

The following lable indicates ihe performance level of JPMorgan Chase Bank, National Association 
(JPMCB N.A.) with respect lo ihe Lending, Investment, and Service Tests: 

Performance Levels 

Outstanding 

High Satisfactory 

Low Satisfactory 

Needs to Improve 

Substantial Noncompliance . 

(Name of Depository Institution) 
Performance Tests 

Lending Test* 

X 

Investment Test 

X 

Service Test 

X 

' The Lending Test is weighted more heavily than the Investment and Service Tests when arriving at an overall rating. 

The major factors that support this rating include: 

JPMCB N.A.'s lending performance is excellent. The volume of community development loans and the 
responsiveness of these loans to identified needs in the bank's assessmeni areas were driving factors in 
elevating the bank's good lending performance to an excellent level. 

o While four rated areas were rated Outsianding on the basis of geographic and borrower 
dislribution andlending activity, another eight rated areas were elevated to Outstanding by 
the strength of community development lending. The Lending Test performance in all olher 
rated areas was High Satisfactory. 

o In total. JPMCB N.A. made over $5.7 billion in community development loans within ils 
various assessment areas and broader regional areas lhal include its assessment areas. This 
figure for the bank as a whole is informational only, as ratings and conclusions in this 
evaluation are based on the bank's performance in the individual assessment areas and rating 
areas. Mosl (53%) oflhe communily developmeni loans made by the bank provided needed 
affordable housing. Anoiher 23% of community development loans provided social services 
that assisted low- and moderate-income individuals and 22% helped to revitalize or stabilize 
low- or moderate-income geographies. 

o In addition, the bank made 14 community development loans totaling over S215 million to 
national funds, projecls, and organizations. These loans could nol be attributed to a specific 
assessmeni area; however, the recipient organizations develop projects and provide services 
within the bank's assessment areas and broader regional areas. These loans demonstrate a 
positive commitment to community developmeni efforts throughout the nation. Please refer 
to Table 1, Lending Volume Regional Areas-Loans to National Organizations in Appendix D 
for facts and data regarding these loans. 
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Charter Number: 8 

o The distribution of loans to geographies of different income levels is good. Broken down by 
product, home purchase and small business lending are each considered good while home 
improvement and refinance lending demonstrated excellent performance. 

o The dislribution of loans to borrowers of differenl income levels is good. By product, home 
purchase lending is adequate while home improvement, refinance, and small business 
lending are all good. 

o Lending activity is excellent. JPMCB N.A. typically generated a large volume of loans in its 
markets, often despite strong competition. In most of its rated areas, the bank is among the 
market leaders. The volume of loans originated is reflective oflhe bank's resources and 
capacity. 

JPMCB N.A.'s overall investment performance is good. This is evident through the volume of qualified 
investments and grants made during the evaluation period, and the remaining value of investments 
originated in prior periods. With these investments, the bank demonstrated excellent responsiveness to 
the identified community development needs of its communilies, particularly through investment 
vehicles that promote affordable housing for low- and moderate individuals and funds to community 
service organizations. 

o In total. JPMCB N.A. made over $3.9 billion in community developmeni investments and 
grants within its various assessment areas and broader regional areas that include its 
assessment areas. Ofthis total, approximately $1.5 billion was originated in the current 
evaluation period and $2.4 billion was originated in prior periods and remains outsianding. 
These figures for the bank as a whole are informaiional only, as ratings and conclusions in 

. this evalualion are based on the bank's perfonnance in the individual assessmeni areas and 
rating areas. For prior period investments, the currenl book value is the amount considered 
in our evaluation. A vast majority oflhe total investments (93%) provided affordable 
housing, an identified need in many communities. Investments in social services 
organizations that assist low- and moderate-income people represent 3% ofthe total, 4% 
provided economic development and 1% helped to revitalize or stabilize low- or moderate-
income geographies. In addition, the bank made $94.9 million in grants to national 
organizations, $87.7 million of which went to one organization, Consumer Credit Counseling 
Service (CCCS). These grants could not be attributed to a specific assessment area; however, 
the recipient organizations provide services within the bank's assessmeni areas and broader 
regional areas. These grants demonstrate the bank's commitment to community developmeni 
efforts throughoul its assessmeni areas and broader regional areas. 

o Two ofthe bank's three Primary Rating Areas were rated Outstanding, with the third area 
rated High Satisfactory. 

o Oflhe 22 assessment areas receiving a full-scope review, eleven and six exhibited excellent 
and good performance, respectively. Four ofthe five remaining full-scope areas 
demonstrated adequate performance, with the remaining area having poor performance. 

o JPMCB N.A. and bank affiliates responded to affordable housing needs primarily ihrough 
investment in Low-Income Housing Tax Credit (L1HTC) inveslmenls or acting as an equity 
placement agent for olher investors inlo the LIHTC markel. The bank is a consistenl investor 
in the LIHTC market, and was second only lo Fannie Mae in dollars invested in 2006. 
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Charter Number: 8 

JPMCB N.A.'s overall performance under the Sen'ice Test is good. 

o The branch network is accessible to geographies and individuals of different income levels in 
the bank's assessmeni areas. 

o JPMCB N.A.'s record of opening and closing branch offices has not affected the accessibility 
of its delivery systems, particularly in low- and moderate-income geographies. 

o While branch hours van,' by assessment area and within assessment areas, overall ihey do not 
vary in a way that inconveniences portions ofthe assessment areas, particularly low- and 
moderate-income geographies. 

o We noted an excellent level of community development services in all bul one ofthe rating 
areas. In many oflhe assessment areas, the bank provides financial services training lo first-
time homebuyers as well as to homeowners trying to preserve their homes. Frequently, the 
bank's services involve ongoing relationships with organizations that work on affordable 
housing and olher communily development goals. 
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Attactment 4 

Overview of JPMorgan Chase Bank, N.A. Community Reinvestment 
Activities In the City of San Diego 

J.P. Morgan Securities, Inc engages in investmenl banking activilies in the United States. CRA 
activities are provided by JPMorgan Chase Bank, N.A., within its assessment areas. The Bank is 
evaluated periodically by the Office ofthe Comptroller oflhe Currency (OCC), to ensure that the 
credit needs ofthe communities it serves are met. 

Tfte Community Reinvestment Act is intended to encourage depository institutions to help meet the 
credit needs of the communities (or Assessment Areas) in which they operate, induding low- and 
moderate-income neighborhoods, consistent with safe and sound banking operations. An "Assessment 
Area" includes the geographies (or census tracts) where the institution has its main office, retail 
branches, and7or deposit-taking ATMs, as well as the surrounding geographies in which the institution 
originated or purchased a substantial portion of its loans." 

JPMorgan Chase Bank, N.A. (JPMC) has a proven history of commitment lo the goals ofthe 
CRA, and to community service. This commitment is exemplified by the consistent rating of 
OUTSTANDING compliance with the Community Reinvestment Act (CRA). In mid-2008, the 
OCC completed its most recent evaluation of JPMC's CRA activities, and again, JPMC received 
an Outstanding rating on the examination - dated January 1, 2007. 

The informaiion provided below is based on the most recent three-year period from January 2005 
through December 2007. 

Due to JPMC not having a main office, a retaiil branch, or a deposit-taking ATM in the City of 
San Diego, the City is NOT included as one ofthe charter's delineated CRA assessment areas. 

JPMC has distinguished itself as a national leader in community development lending. JPMC 
provides financing for affordable housing and economic development projects in low- and 
moderate-income communities served by JPMC with a focus on facilitating: 

« Low- and moderate-income housing deveiopment and rehabilitation 
• Construction lending, interim financing, permanent financing, letters of credit 
• Commercia] revitalization projects in low- and moderate-income communities 
• Technical assistance lo intermediaries 
• Community development loans to not-for-profit organizations 

JPMC has a long tradition of market leadership in the area of mortgage lending, making 
innovative mortgage products available to meet the needs of all homebuyers. Additionally, 
JPMC offers a variety of programs and products designed to increase home-ownership among 
low- or moderate-income homebuyers and in low- or moderate-income communities. During the 
period between January 2005 and December 2007, the Bank made over 11,700 mortgage loans in 
the City of San Diego, of which 4.3% were made to low- or moderate-income borrowers and 
15.5% were made for homes localed in low- or moderate-income communities. 

09/03/2008 
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The Bank is also a market leader in the area of small business lending, making available a full 
range of competitively priced products designed to meet the heeds of small businesses and their 
owners. These products include business installment loans, revolving credit lines, commercial 
mortgages, letters of credit. SBA-guaranteed loans, and business credit cards. For mosl producls, 
loan size ranges from $3,000 lo $250,000, wiih larger amounts considered under programs like 
the commercial mortgage and SBA programs. Interesl rales can be fixed or variable, depending 
on the product. During the period between January 2005 and December 2007, the Bank made 
more lhan 30,400 small business loans in San Diego, of which, over 18.3% were made to 

•businesses localed in low- or moderate-income communities. 

During the period of January 2005 ihrough December 2007, the Bank originated $30.2 million in 
qualified community development loans in the San Diego regional area. These loans provide 
economic development opportunities for Native American areas within close proximity to the 
City of San Diego. These loans contribute to the revitalization/stabtlizalion of these areas by 
provision of jobs lo low- and moderate income individuals, and in low- and moderate-income 
areas. A couple examples of those qualified community development loans follows: 

In December 2005, Chase closed a $15.5 million loan to a federally recognized tribe within 
San Diego County, California, for casino construction. The tribe has a high unemployment 
rate and most of the programs on the reservation are federally funded. For many tribes such 
as this one, tribal governmenls and federal government programs are the only sources of jobs 
available to residents for miles around. The facility is expected to create a significant 
number of jobs for the adults and educational opportunities for its students. Chase led the 
negotiations, idenlified other banks interested in the project, arranged the transaction for ihe 
tribe, and will serve as iead lender and administrative agent. 

Also in December of 2005, Chase closed an $8.9 million loan to another federally recognized 
tribe in the San Diego area. This loan will be used to fund construction ofa new gaming 
facility on the tribe's resenation. A significanl number ofthe tribe's members are considered 
low- or moderate-income. This tribe is also primarily dependent on federal assistance, and 
has no significant financiat wherewithal or economic enterprises that generale revenues. The 
casino is helping the tribe lo achieve self-sufficiency, establish a successful long-desired 
economic development project and create employment on their reservation. JPMorgan 
Securities look the lead on this projecl. The bank led the negotiations, identified other banks 
interested in the project, arranged the transaction for the tribe, and serves as lead lender and 
administrative agent. In September of 2006, this loan was increased wilh Chase providing a, 
$5.27 million share in the increase. • 

Again, although the City of San Diego, California is not a CRA assessment area for the 
JPMorgan Chase Bank N.A. charter, it has provided over $217,000 in grants to nonprofit, civic, 
and philanthropic organizations in and around the Cily of San Diego. 

09/03/2008 
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TT^T. g- Attachment 5 

J.PMorgan 
To: City of San Diego 

From: J.P. Morgan 

Date: October 1, 2008 

Subject: JPMorgan Chase Bank, N.A Chase Home Mortgage Disclosure Act ("HMDA") Performance 

Pursuant to your request, below please find the requested addendum to the "Overview of JPMorgan 
Chase Bank, N.A. Community Reinvestment Activities in the City of San Diego" as provided to the City 
on September 3, 2008 with respect to HMDA performance. 

OveraU, Chase's HMDA lending performance, which is largely retail branch driven, has been relatively 
strong across its bank footpnnt. Up until the recent acquisition of Washington Mutual {"WaMu"), Chase 
did not have any retail branches located in the State of California. With the acquisition of the WaMu 
retail branch network, Chase has now expanded its on the ground presence into many new markets, 
including California, allowing us a better opportunity to build and improve our HMDA lending 
performance in markets where, until recently, we did not have the benefit of a retail branch network. 
We also expect that having an expanded retail branch presence will also enhance our share of lending 
to minorities in those markets. 

We look forward to future opportunities to expand J.P. Morgan's banking partnership with the City of 
San Diego and its residents. 

G^yHall • 
Vice President 
J.P. Morgan Securities Inc. 
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BACKGROUND INFORMATION ONLY 

2009A and 2009B ASSIGNMENT AGREEMENTS 

By and Between 

SAN DIEGO FACILITIES AND EQUIPMENT 
LEASING CORPORATION 

and 

PUBLIC FACILITIES FINANCING AUTHORITV 
OF THE CITY OF SAN DIEGO 

C00742 



Public Facilities Financing Authority ofthe City of San Diego 
[Subordinated] Water Revenue Bonds, Refunding Series 2009A and 

[Subordinated] Water Revenue Bonds, Series 2009B 
(Payable Solely From | Subordinated) Installment Payments 
Secured by Net System Revenues of the Water Utility Fund) 

Log of Outstanding Items- 2009A Assignment Agreement 

Document 

2009A 
Assignment 
Agreement 

Page 
No.(s) 

3 

• 

Outstanding Items 

• Signatures ofthe 
Authorized Signatory and 
the Secretary (the 
Corporation); F&J Partner; 
Authorized Signatory and 
the Secretary/Treasurer (the 
Aulhority); and the Deputy 
General Counsel to the 
Authority 

Responsible 
Party 

The Corporation, 
F&J, The, 
Authority and the 
General Counsel to 
the Authority 

Expected 
Availability 

Preclosing 

Completed 

Refers lo pricing, preclosing, elc. of 2009A Bonds, except where otherwise noted. 
70394378.4 - 1 -
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ASSIGNMENT AGREEMENT 

by and between 

SAN DIEGO FACILITIES AND EQUIPMENT 
LEASING CORPORATION 

and 

PUBLIC FACILITIES FINANCING AUTHORITY 
OF THE CITY OF SAN DIEGO 

Dated as of January 1, 2009 

relating to 
Public Facilities Financing Authority ofthe City of San Diego 

[Subordinated] Water Revenue Bonds, Refunding Series 2009A 
(Payable Solely From [Subordinated] Installment Payments 
Secured by Net System Revenues of the Water Utility Fund) 

55062465.1 
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ASSIGNMENT AGREEMENT 

THIS ASSIGNMENT AGREEMENT (this "Assignment Agreement"), executed and 
entered into as of January 1, 2009, is by and between the SAN DIEGO FACILITIES AND 
EQUIPMENT LEASING CORPORATION, a nonprofit public benefit corporation organized 
and existing under and by virtue ofthe laws ofthe State of California (the "Corporation"), and 
the PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO, a joint 
exercise of powers entity existing under and virtue of the laws of the State of Califomia (the 
"Authority"), 

W I T N E S S E T H : 

WHEREAS, the City of San Diego (the "City") desires to acquire, construct, install and 
improve its Waler System as more fully described in Exhibit A to the Installment Purchase 
Agreement (as defined below) and as modified in accordance with the provisions thereof (the 
"Project"); and 

WHEREAS, in order to effect such acquisition, construction, installation and 
improvement, the Corporation will sell components of the Project to the City pursuant to an 
Amended and Restated Master Installment Purchase Agreement, dated as of January 1, 2009 (as 
amended and supplemented from lime to time, the "Installment Purchase Agreement") between 
the City and the Corporation; and 

• WHEREAS, the Authority's [Subordinated] Water Revenue Bonds, Refunding Series 
2009A (Payable Solely From [Subordinated] Installment Payments Secured by Net System 
Revenues of the Water Utility Fund) (the "2009A Bonds") will be secured by the 2009A 
[Subordinated] Installment Payments (as defined in the 2009A Supplement (defined below)) to 
be made by the City pursuant to the Installment Purchase Agreemenl, as supplemented by the 
2009 Supplement, dated as of January 1, 2009 (the <i2009A Supplement"), will be [Parity 
Obligations] [Subordinated Obligations] as defined in the Installment Purchase Agreement, and 
will be issued and secured under that certain Indenture, dated as of January 1, 2009 (the "2009 
Indenture"), by and between the Authority and Wells Fargo Bank, National Association, as 
Trustee (the "Trustee"); and 

WHEREAS, the Corporation desires to assign to the Authority without recourse all of its 
rights under the 2009A Supplement, including, without limitation, its rights to receive 2009A 
[Subordinated] Installment Payments payable by the City to the Corporation under and pursuant 
to the provisions ofthe 2009A Supplement; and 

WHEREAS, in consideration of such assignment and the execution and delivery ofthe 
Indenture, the Trustee has agreed to authenticate and deliver the 2009A Bonds; and 

WHEREAS, all acts, conditions and things required by law to exist, to have happened 
and to have been performed precedent to and in connection with the execution and entering into 
ofthis Assignment Agreement do exist, have happened and have been performed in regular and 
due time, fonn and manner as required by law, and the parties hereto are now duly authorized to 
execute and enter into this Assignment Agreement; 
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NOW, THEREFORE, in consideration ofthe premises and ofthe mutual agreements 
and covenants contained herein and for other valuable consideration, the parties hereto do hereby 
agree as follows: 

Section 1. Definilion of Capitalized Tenns. Capitalized terms used herein and not 
otherwise defined shall have the meanings given such tenns in the Indenture. 

Section 2. Assignment. The Corporation, for good and valuable consideration, the 
receipt of which is hereby acknowledged, does hereby unconditionally grant, sell, assign and 
transfer to the Authority, irrevocably and absolutely, without recourse, for the benefit of the 
Owners ofthe 2009A Bonds, all of its right, title and interest in and to the 2009A Supplement, 
including, without limitation, its right to receive the 2009A [Subordinated] Installment Payments 
to be paid by the City under and pursuant to the 2009A Supplement. . Upon executing this 
Assignment Agreement, the Corporation shall have no right, title or interest in and to the 2009A 
Supplement, including, without limitation, the 2009A [Subordinated] installment Payments. 

Section 3. Acceptance. The Authority hereby accepts the foregoing assignment for 
the benefit of the Owners of the 2009A Bonds, subject to the terms and provisions of the 
Indenture, and all 2009A [Subordinated] Installment Payments shall be applied and the rights so 
assigned shall be exercised by the Authority as provided in the 2009A Supplement and the 
Indenture. 

Section 4. Conditions. Excepting only the grant, sale, assignment and transfer to the 
Authority ofthe Corporation's right, title and interest in and to the 2009A Supplement pursuant 
to Section 2 hereof, this Assignment Agreement shall impose no obligations upon the Authority 
beyond those expressly provided in the 2009A Supplement and the Indenture. 

Section 5. Further Assurances. The Corporation shall make, execute and deliver any 
and all such further resolutions, instruments and assurances as may be reasonably necessary or 
proper to carry out the intention or to facilitate the performance ofthis Assignment Agreement, 
and for the better assuring and confirming to the Authority, for the benefit ofthe Owners ofthe 
2009A Bonds, the right, title and interest intended to be granted, sold, assigned and transferred 
pursuant hereto. 

Section 6. Governing Law. This Assignment Agreement shall be governed by and 
construed in accordance with the laws ofthe State ofCalifomia. 

Section 7. Execution in Counterparts. This Assignment Agreement may be 
simultaneously executed in several counterparts, each of which shall be deemed to be an original 
and all of which shall constitute but one and the same instmment. 
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IN WITNESS WHEREOF, this Assignment Agreement has been executed by the 
Coiporation and the Authority as ofthe day and year first written above. 

SAN DIEGO FACILITIES AND EQUIPMENT 
LEASING CORPORATION 

By:. 
Authorized Signatory 

Attest: 

By:. 
Secretary 

APPROVED AS TO FORM: 

FULBRIGHT & JAWORSKI L.L.P., 
AS COUNSEL TO THE CORPORATION 

By:. 
Partner 

PUBLIC FACILITIES FINANCING 
AUTHORITY OF THE CITY OF SAN DIEGO 

By:. 
Authorized Signatory 

Attest: 

By:. 
Secretary/Treasurer 

APPROVED AS TO FORM: 

GENERAL COUNSEL TO THE AUTHORITY 

By: 
Deputy General Counsel 

55062465.11 009747 



Public Facilities Financing Authority ofthe City of San Diego 
[Subordinated] Water Revenue Bonds, Refunding Series 2009A and 

jSubordinated] Water Revenue Bonds, Series 2009B 
(Payable Solely From [Subordinated] Installment Payments 
Secured by Net System Revenues ofthe Water Utility Fund) 

Log of Outstanding Items- 2009B Assignment Agreement 

Document 

2009B 
Assignment 
Agreement 

Page 
No.(s) 

Cover 

Cover and 
throughout 
document 

1 

3 

Outstanding Items 

• Date of Agreement 

• [Subordinated] versus 
[Parity] Obligations 

• Date of Agreemenl, Date of 
MIPA, Dale of 2009B 
Supplement to MIPA, Date 
of hidenture 

• Signatures of FELC 
Authorized Signatory and 
FELC Secretary, F&J, 
Authority Authorized 
Signatory, Authority 
Secretary/Treasurer and the 
Deputy General Counsel lo 
the Authority 

Responsible 
Party 

Cily and 
Underwriter 

City and 
Underwriter 

City and 
Underwriter 

FELC Authorized 
Signatory and 
FELC Secretary, 
F&J, Authority 
Authorized 
Signatory, 
Authority 
Secretary/Treasurer 
and the Deputy 
General Counsel to 
the Authority 

Expected 
A vailability 

TBD, Prior to 
pricing 2009B 
Bonds 

TBD, Prior to 
pricing 2009B 
Bonds 

TBD, Prior to 
pricing 2009B 
Bonds 

TBD, Preclosing 
for the 2009B 
Bonds 

Completed 

Refers to pricing, preclosing, etc. of 2009A Bonds, except where otherwise noted. 
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ASSIGNMENT AGREEMENT 

by and between 

SAN DIEGO FACILITIES AND EQUIPMENT 
LEASING CORPORATION 

and 

PUBLIC FACILITIES FINANCING AUTHORITY 
OF THE CITY OF SAN DIEGO 

Dated as of 1, 2009 

relating to 
Public Facilities Financing Authority' ofthe City of San Diego 

[Subordinated] Water Revenue Bonds, Series 2009B 
(Payable Solely From [Subordinated] Installment Payments 
Secured by Net System Revenues ofthe Water Utility' Fund) 
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ASSIGNMENT AGREEMENT 

THIS ASSIGNMENT AGREEMENT (this "Assignment Agreement"), executed and 
entered into as of 1, 2009, is by and between the SAN DIEGO FACILITIES AND 
EQUIPMENT LEASING CORPORATION, a nonprofit public benefit corporation organized 
and existing under and by virtue ofthe laws ofthe State of California (the "Corporation"), and 
the PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO, a joint 
exercise of powers entity existing under and virtue ofthe laws ofthe State, of Califomia (the 
"Authority"), 

W I T N E S S E T H : 

WHEREAS, the City of San Diego (the "City") desires to acquire, construct, install and 
improve its. Water System as more fully described in Exhibit A to the Installment Purchase 
Agreement (as defined below) and as modified in accordance with the provisions thereof (the 
"Project"); and 

WHEREAS, in order to effect such acquisition, constmction, installation and 
improvement, the Corporation will sell components of the Project to the City pursuant to an 
Amended and Restated Master Installment Purchase Agreement, dated as of 1, 2009 (as 
amended and supplemented from time lo time, the "Installment Purchase Agreement") between 
the City and the Corporation; and 

WHEREAS, the Authority's [Subordinated] Water Revenue Bonds, Refunding Series 
2009B (Payable Solely From [Subordinated] Installment Payments Secured by Net System 
Revenues of the Water Utility Fund) (the "2009B Bonds") will be secured by the 2009B 
[Subordinated] Installment Payments (as defined in the 2009B Supplement (defined below)) to 
be made by the City pursuant to the Installment Purchase Agreement, as supplemented by the 
2009 Supplement, dated as of 1, 2009 (the "2009B Supplement"), will be [Parity 
Obligations] [Subordinated Obligations] as defined in the Installment Purchase Agreement, and 
will be issued and secured under that certain Indenture, dated as of 1, 2009 (the "2009 
Indenture"), by and between the Authority and Wells Fargo Bank, Nalional Association, as 
Trustee (the "Trustee"); and 

WHEREAS, the Corporation desires to assign to the Authority without recourse all of its 
rights under the 2009B Supplement, including, without limitation, its rights to receive 2009B 
[Subordinated] Installment Payments payable by the City to the Corporation under and pursuant 
to the provisions ofthe 2009B Supplement; and 

WHEREAS, in consideration of such assignment and the execution and delivery ofthe 
Indenture, the Tmstee has agreed to authenticate and deliver the 2009B Bonds; and 

WHEREAS, all acts, conditions and things required by law to exist, to have happened 
and to have been perfonned precedent to and in connection with the execution and entering into 
ofthis Assignment Agreement do exist, have happened and have been perfonned in regular and 
due time, form and manner as required by law, and the parties hereto are now duly authorized to 
execute and enter into this Assignment Agreement; 

70364741.2 000750 



NOW, THEREFORE, in consideration ofthe premises and ofthe mutual agreements 
and covenants contained herein and for other valuable consideration, the parties hereto do hereby 
agree as follows: 

Section 1. Definition of Capitalized Terms. Capitalized tenns used herein and not 
otherwise defined shall have the meanings given such tenns in the Indenture. 

Section 2. Assignment. The Corporation, for good and valuable consideration, the 
receipt of which is hereby acknowledged, does hereby unconditionally grant, sell, assign and 
transfer to the Authority, irrevocably and absolutely, without recourse, for the benefit of the 
Owners ofthe 2009B Bonds, all of its right, title and interest in and to the 2009B Supplement, 
including, without limitation, its right to receive the 2009B [Subordinated] Installment Payments 
to be paid by the City under and pursuant to the 2009B Supplement. Upon executing this 
Assignment Agreement, the Coiporation shall have no right, title or interest in and to the 2009B 
Supplement, including, without limitation, the 2009B [Subordinated] Installment Payments. 

Section 3. Acceptance. The Authority hereby accepts the foregoing assignment for 
the benefit of the Owners of the 2009B Bonds, subject to the tenns and provisions of the 
Indenture, and all 2009B [Subordinated] Installment Payments shall be applied and the rights so 
assigned shall be exercised by the Authority as provided in the 2009B Supplement and the 
Indenture. 

Section 4. Conditions. Excepting only the grant, sale, assignment and transfer to the 
Authority ofthe Corporation's righl, title and interest in and to the 2009B Supplement pursuant 
to Section 2 hereof, this Assignment Agreement shall impose no obligations upon the Authority 
beyond those expressly provided in the 2009B Supplement and the Indenture. 

Section 5. Further Assurances. The Corporation shall make, execute and deliver any 
and all such further resolutions, instmments and assurances as may be reasonably necessary or 
proper to carry out the intention or to facilitate the performance ofthis Assignment Agreement, 
and for the better assuring and confimiing to the Authority, for the benefit ofthe Owners ofthe 
2009B Bonds, the right, title and interest intended to be granted, sold, assigned and transferred 
pursuant hereto. 

Section 6. Governing Law. This Assignment Agreement shall be governed by and 
constmed in accordance with the laws ofthe State ofCalifomia. 

Section 7. Execution in Counterparts. This Assignment Agreement may be 
simultaneously executed in several counterparts, each of which shall be deemed lo be an original 
and all of which shall constilute but one and the same instmment. 
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IN WITNESS WHEREOF, this Assignment Agreement has been executed by the 
Coiporation and the Authority as ofthe day and year first written above. 

SAN DIEGO FACILITIES AND EQUIPMENT 
LEASING CORPORATION 

By:. 
Authorized Signatory 

Attest: 

By:. 
Secretary 

APPROVED AS TO FORM: 

FULBRIGHT & JAWORSKI L.L.P., 
AS COUNSEL TO THE CORPORATION 

By:. 
Partner 

PUBLIC FACILITIES FINANCING 
AUTHORITY OF THE CITY OF SAN DIEGO 

By:. 
Authorized Signatory 

Attest: 

By:. 
Secretary/Treasurer 

APPROVED AS TO FORM: 

GENERAL COUNSEL TO THE AUTHORITY 

By: 
Deputy General Counsel 
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